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For four decades, Nautilus has been synonymous Today, we have the industry’s six leading brands, the
with fitness excellence. Today, we are advancing that broadest distribution ever in our history and a diverse
heritage by setting a new standard. We want to be the supply chain to support our growth. Our products are
first choice for fitness wherever people shop or exercise. now distributed in more than 70 countries.

We're well on our way.




" gaining operational leverage.

2006 Annual Report
To Our Shareholders

NG ==! H__- -, Through our FIT#1 business principles, we are
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it positioning ourselves for a sustainable rhythm of

Achieved our goal of improvihg supply side
efficiencies by $14 miflion in 2006 by gaining
ieverage in global seurcing, impraving
efficiency and capacity at our two domestic
facilities, and streamlining our distribution
infrastructure.

Nautilus, Inc. has invested nearly four years
building a foundation for sustainable and
profitable growth as we pursue glebal category
leadership in health and fitness. We've done it
while achieving record sales, reversing a
declining trend in earnings, and building upon a
healthy balance sheet.

* Optimized our domestic manufacturing by
closing one of our three plants and seamlessly
transitioning products. As a result, we expect
savings of $3-4 million in 2007,

= Strengthened gross margins by further
streamlining our distribution structure, gaining
additional global sourcing leverage, and
pursuing sustaining engineering initiatives.

Gone are the days when a single product, single
channe! of distribution, or single manufacturing
facility could suffice.

To achieve this, we've moved fast with

transformational changes. We needed to: Innovation:

» Entered into channels, categories and markets
where we never competed before therefore
expanding our growth potential. We now have
presence across all categories of cardio and
strength equipment in the channels where
we compete. '

¢ |nvest in infrastructure,
* Integrate previous acquisitions, and
* Take control of our supply chain.

As a result, today we have the six leading
brands segmented across multiple channels of
distribution with a diversified and well-balanced
supply chain —a company that is growing and

* Reinvented our product ling — literally — with
more than 95 percent of revenues now coming
from products that didn't exist prior to the
current leadership. We are maintaining a pace
of revenues from new inngvations at about 30
percent a year.

We now have a complete line of strength and
cardio products that are routinely receiving best
buy accolades from consumer magazines and
global research authorities.

Completed the first full lap of our go to market
process reducing our Jaunch times from 16
months to 10. In 2006, we launched 17 new
products on time and with quality. We
promised 14.

And, we are beginning to hit our stride
internationally with our multi-channe! approach.
This includes testing our direct marketing mode!
in other parts of the world.

Trust:

¢ [mproved quality of our products and continued
to build trust and confidence in our brands by
assuridg strict adherence to our unigue
Nautilus Standard for Quality.

 |mproved customer satisfaction scores from an
unacceptable 65 percent in the fall of 2005 to
near world class, at 82 percent by late 2006.

Qver the last three years we have delivered upon
our short-term guidance and achieved record
sales in 2006. More importantly, we have prepared
our company for a prosperous future by positioning
ourselves for solid top and bottom line growth in
2007 with an exciting pipeline of innovative
products across all brands and channels.

We have:

+ repurchased $32 million of stock,

* paid $39 million in dividends,

* invested more than $80 million in acquisitions,

* invested more than $20 million in information
systems to drive better decisions,

* invested in our distribution systems to improve
flow of goods, and

* |aunched the Nautilus standard for quality.

In spite of thig, our balance sheet has minimal
debt and we anticipate strong operating cash
flows in 2007.

Al of this heavy lifting has positioned us with a
solid foundation for a sustainable rhythm of sales
and earnings growth. However, we are far from
finished in making improvements to our business
to drive revenue and profit,

That's why our strategic business plans reflect
revenue growth rates at around 10 percent.while
we expect earnings to grow at 2-3x that rate.




We're well positioned for an exciting future

as we achieve a rhythm of sustainable and
profitable growth by changing the game in health
and fitness.

Moving forward, | ask you to think about the
society we live in. Everything is being automated
to take less time s0 more can get done. That's
great, but there is one unintended consequence
— while our brains work harder and longer, our
bodies waork less. We are headed for a train
wreck in our society if we don't reverse the
obesity trend and get people maving.

Nautilus World Headquarters displaying
the 70 flags that represent the countries
where we currently do business

When you think about Nautilus, you should ask
two questions:

1. What is one of the biggest issues facing
society? Answer: obesity due to lack of
exercise, questionable eating habits, and not
taking care of the only body you have.

2. What company is best positioned to address
this issue? Answer: the company uniguely
positioned as pure fithess. The company that
provides innovative equipment, apparel and
education to help people succesd.

- Gregg Hammann

Now, while there are many questions you must
ask in making investment decisions, | believe a
company that can anS\.lver these two questions
will not only serve a great purpose in our society
but will also reward its shareholders.

That company is Nautifus.

Thanks to our employees, our shareholders and
our customers who are helping us change the
game in health and fitness.

MM‘

Chairman, Fresident and Chief Executive Officer

Changing tha Game in Heaith and Fitness.
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- PART1

Item 1. Business
OVERVIEW

Nautilus, Inc. is a leading designer, developer, manufacturer and marketer of branded fitness and apparel
products sold under such well-known brand names as Nauulus Bowflex, Schwinn Fitness, StairMaster, and Pearl
Izumi. As used in this Form 10-K, the terms “we,” “our, * “Nautilus” and the “Company” refer to Nautilus,
Inc. and its subsidiaries. Founded in°1986 and incorporated in the state of Washington in 1993, the Company has
grown to over $680 million in annual sales through a combination of internal growth of our Bowflex brand and a
series of strategic acquisitions of well-recognized brands, including Nautilus International, Inc.. (“Nautilus™) in
January 1999, the fitness division of Schwinn/GT Corp. and its affiliates (“Schwinn Fitness™) in September 2001,
SwairMaster Sports/Medical, Inc. (“StairMaster”) in February 2002, and DashAmerica, Inc. d/b/a Pearl [zumi
USA (“Pear] [zumi”} in July 2005. As a result of these acquisitions, we expanded our portfolio of leading.brands,
product development capabitities, product lines, distribution channels, and the size of our customer base.

" u

Our common stock is listed on the New York Stock Exchange and trades under the symbol “NLS.” Our
principal executive offices are located at 16400 SE Nauulus Drive, Vancouver Washington 98683 and our
telephone number is (360) 859-2900.

s

OUR STRATEGY

Pure Fttness

, -

We view our Company as a Pure thess company. Tlns strategy was des:gned to enable us to become a
global category leader by providing the tools and education-to consumers worldwide to allow themn to achieve a
fit and healthy lifestyle. Pure Fitness helps consumers answer the four main questions about how they go about
achlevmg their health and fitness goals. : - '

. " .
Quesnon What do [ do to Iwe a healthy and fit hfesryle? ; : S

o

Answer: Nautilus Institute: The Nautilus Institute (the “Institute”) is the Company sponsored initiative formed to
encourage more people to adopt a lifelong fitness habit by providing them with expert knowledge and guidance
regarding all their fitness needs. In addition, the Company formed a working relationship with the National
Academy of Sports Medicine (the “NASM™), the leading body for educating professional ﬁtness trainers. We
believe that these programs will help people achieve lifelong fitness by providing guidance on proper nutrition,
proper exercise form, workout routines and equipment ‘used in cardiovascular'and’ strength training. The ‘Institute
and our partnership with NASM enable us to develop a body of knowledge leading us to designs of more effective
and user-friendly products for our customers. The Institute website can be found at www.nautilusinstitute.org.
Question: What do I use? : o : P

Answer: Nautilus Fitness Equipment: Our fitness equipment line consists of high-quality cardiovascular, strength
and weight resistance products from Nautilus, Bowflex, Schwinn' Fitness and Stairmaster brands.

Question: What do [ wear? oo, : o

Answer: Nautilus Fitness Apparel and Footwear: Our fitness apparel line is currently composed of high-
performance appare! and footwear for cycling, running, and strength exercise activities. We believe we can
leverage our existing fitness equipment brands to broaden our product offerings 1o consumers within the market
for performance apparel.

Question: What do I eat?

Answer: In the nutrition market, we have a continued strategic relationship with a supplier of numuonal
supplements that are complementary to our-fitness and apparel product offerings. We anticipate expanding our

business in the future.




We believe that by answering the questions listed above consumers will turn to the trusted products we offer
to help them achieve a fit and healthy lifestyle.

OUR OPERATING PRINCIPLES

We pursue global category leadership by providing the tools and education necessary to help people achieve
a fit and healthy lifestyle. At the core of this mission is an internal initiative called FIT #1, wlhlch is the
foundation of our plan to create long-term shareholder value. FIT #1 stands for Financial rigor, Innovlatlon Trust
and a drive to be #1 in the categories in which we compete. Financial rigor means. we ensure accurate and
streamlined financial and forecasting processes and identify areas for cost take-out. Innovation mearls we apply
creative. solutions to both research and development and our manufacturing operations to both enhance our
existing products and create new innovative products. Trust means we take care of our customers by|developing
innovative and dependable products and prowdmg excellent customer service. ' ’

FIT #1 provides the core strategic elements around which we structure our business, which enables us to
focus our efforts t6 help ensure profitable growth and shareholder value. We drive to leverage our eylpertlse and .
experience from across our organization to realize synergies, efﬁcwncms and cost savings. We have el,tabhshed a
performance-driven culture based on teamwork that directly ties employee compensation to both individual

performance and that of the Company.

In 2006, we benefited, and expect to further benefit, from the considerable capital investments ‘ve made in
2005 which primarily consisted of an upgrade to our enterprise resource planning system and improvements
made to our supply chain. This allowed us to continue our operational excellence in accordance with the
principles of Quality "control, Customer service and Cost takeout, or “QC*" as it is known |within our
organization. Key elements of QC? include improving ﬂexlblhty and efficiency at our manufactunng facilities,
working collaboratively with suppliers to take costs out of our products while improving overall quahty, and
optimizing our distribution system by reducing the number of distribution centcrs .

RECENT DEVELOPMENTS

* Through our investment in product development in 2006 we introduced 17 new hlgh quallty pmducts from
the Nautilus, Bowflex and Schwinn Fitness brands, including an expansion of our successful Bowflex home gym
line-up, and the next generation in our successful line of Nautilus commercial grade upright and recunibent bikes.
Additionally, we reengineered several of our existing products which have resulted in cost savingslalong with
product performance and quality enhancements.. We also introduced the first line of apparel specifically designed
for use while exercising indoors under the Nautilus brand, and an apparel line targeting the more casual or entry
level cyclist. We continued to expand our intellectual property and the number of leading brands by a:cquiring an
extensive patent portfolio surrounding cardigvascular fitness equipment as well as the Universal brand.

On the operational side of our business, we have been able to move past most of our challenges encountered
in 2005 incliding developing a more efficient supply and distribution process and adjusting manufat turing to a
faster pace of innovation. To further improve ouir operatlons, in February of 2007 we also entered inta a purchase
option agreement to acquire substantially all of the assets of our Asian manufacturing partner, Land America
Health and Fitness Co., LTD (“Land America”), The purchase option, if exercised, is expected to iimprove our
margins through improved vertical integration, engineering and manufacturing processes, and extends certaln
procurement cost reductions through 2007.
SN0
Addltlonally, we have:

T
N .

. Improved quality of our products by ralsmg first time yleld with cxce]lem efficiency at our domestic
production facilities, AR




+  Consolidated preduction facilities for our cardiovascular line of equipment by ceasing manufacturing at .

our Tyler, Texas facility and transitioning manufacturing of key products to other U.S. and Asian
manufacturing facilities,

«  Reduced the number of our distribution facnlltles to 10 in North America compared with 24 a year ago
thus bringing more efficiency to our distribution process,

+ Concluded a year-long transition to a third party logistics company to 1mprove our parts shlppmg which
allowed us to make significant improvements in customer service whlle lowering expenses for parts
shipping and handlmg,

« Made significant progress by 1mpiemenlmg our new lIlfO['ITla[lOll syslem which now ailows us to better
analyze our sales and margin information by customer, channel, brand and product. As a result, we have
eliminated a number of less profitable products arid restmctured some of our relationships with existing
customers resulting in 1mproved profitability, .

Ty
+ Integrated a reverse engmeermg initiative to reduce costs for various existing products,

* Restructured multiple vendor agreements to allow us to rcduce warranty costs by recovering a portion of
such costs from our suppliers, and

. Reduced the cost of our sourced products by increasing the percentage of our retail products shipped
directly from our Asian manufacturers thus improving the overall quality due to Iess damage as the
result of less handling whlle in transit and shorter product delivery time.

Refer to Management's Discussion and Analysis of Financial Condition and Results of Operatzon located at

Part I, Item 7 for a discussion'of the impact of these developments on the results of operations.

BUSINESS SEGMENTS o . .
The Company’s rcpongblc‘ segments are evidence of the structure of the Company’s internal organization

and allow focus on specific business opportunities in the Company’s worldwide market place. The Company’s
three busingss segments are as follows:

+ The Fitness Equipment Business is responsible for the design, production, marketing and selling of
branded fitness equipment sold under the Nautilus, Bowflex, Schwinn Fitness, and StairMaster brand

names and is responsible for servicing customers within the Americas, which includes the United States,

‘ Mex1c0 Canada and South Amerlca

Sales from our Bowflex home-gym product lme across all sales channels, mc]udmg related shipping
revenue, accounted for approximately 39% of our aggregate net sales in 2006, down from 44% and 43%
in 2005 and 2004, rcspectlvely, as we continue our strategy of diversifying our breadth of products in all
channels.

» The International Equipment Business is responsible for the marketing and selling of branded fitness
equipment sold under the Nautilus, Bowflex, Schwinn Fitness, and StairMaster brand names and is
responsible for servicing customers outside of the Americas.

s+ ‘The Fitness Apparel Busmess is respon51ble for the, deSIgn productlon marketing and selling of
branded fitness apparel and footwear products sold pnmanly undcr the Pearl Izumi and Nautilus brands

in both domestic and international markets.
. Detdiled financial information about our three business ségments, including information regardmg
geographic areas, is included in Note 13 of the. Notes to Consolidated Financial Statements. -

PRODUCTS

The Company s principal business activity is the des1gn development, manufactunng, and worldwide
marketing of high quality fitness equipment and appare! products. Our product offerings include cardiovascular
and strength products, indoor and outdoor fitness apparel, and running and cycling footwear.

5
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Fitness Equipment Products = . T e i

The fitness equipment line is composed of high- quality cardiovascular and strength products that cover a
broad range of technology price points, and features that are believed to be among the best in categories in which
they compete. - : . ) T )

¢ QOur Nautilus brand mcludes four dlstmct lines of strength eqmpment free welghts and benches, a
complete line of cardio equ1pment including treadmills, ¢llipticals, and the unique commercial version
of the TreadClimber, along with upright and recumbent exercise blcycles

*  Our StairMaster brand.is best known for steppers and stepmllls designed for excellent lower-body and
cardiovascular workouts. ’ o '

. Our Bowflex brand has been expanded to represent a complete line of fitness equipment tolinclude both
strength and cardio products. Included in the Bowflex brand are multiple models of rod:based home
gyms, the Revolution home gym, SelectTech dumbbells, weight benches, TreadClimbers and treadmills.

«  Our Schwinn Fitness brand includes a popular line of equlprnent desugned for‘ indoor cvchng which
include upright and recumbent exercise bikes, and also trendmllls and ellipticals.

Fitness Apparel and Footwear Products

Our fitness apparel line is composed of hlgh -end performance apparel and footwear targeted to CONSUMErs
whe are fitness and outdoor enthusiasts, especially for those interested in cycling_and running activities. The
apparel line 1s composed primarily of Pearl Izumi-branded wear. Pearl Tzumi is best-known for its quality,
innovative and technically superior cycling apparel and has been-expanded into the running apparel and footwear
markets. We also introduced the first line of apparel specifically desngned for use while exercising 1|1doors under
the Nautilus brand and the Schwinn Fitness llne of apparel targetmg the more easual or entry level cychst R
SALES AND MARKETING ' . . , O

Fitness Equipment Business o

The fitness equipment business products are marketed and sold through a diversified direclt.' retail, and
commercial sales distribution channel within the Americas, which includes the United States (the “U.S.™,
Mexico, Canada and South America through indépendent authorized dealers, our own sales forceI distributors
and its e-commerce web site (www.nautilus.com). We believe we position our products to better meet consumer
demand and shopping patterns and to further expand our sales channels by offering more of the products
consumers want in the places they shop and exercise.

.

Fitness equipment has three distinct sales channels:

s In the direct channel, we market and sell our products directly to the end-consumer. We market and sell
a line of Bowflex branded cardiovasélilar, strength, and fitness accessory producis through|this channel
utilizing an integrated combination of media and direct consumer contact. Along with ¢ ‘spat” télevision
advertising, which ranges in length from 30 seconds to as long as five minutes, we utilize extended
30-minute television infomercials, Internet advertising, our product websnes inquiry response mailings,

_catalogs, and inbound/outbound call centers. :

i, ‘ :

We contract with large telemarketing .companies to receive and process information requests generated
by ‘our spot television advertising ‘24 hours per day. The telemarketing agents for thesslz companies
collect names, addresses and other basic-information from callers but do not.directly sell our; products?

We use the spot commercials and infomercials, together with Internet advertising and s¢ arch~eng1ne
placement, to lead consumers to our website, as we believe consumers who visit our websne are tore
inclined to purchase our products. We believe we successfully balance our goals of ﬁnahz1lng ‘sales and
capturing consumer information by strategically designing our web pages and carefully analyzing web
page visits, conversion rates, average sales prices and inquiry counts, - S EREE AS

6




" Intematwual Eqmpment Business L ..

We manage our own customer service call center in Vancouver, Washington. It operates 18 to 23 hours
per day to receive and process the vast.majority ‘of all mfomercral generated- and customer service-
related inquiries. S - e I P ,

"« In the commercial channel, we market and sell our Nautilus, ‘Schwinn Fltness and’ StairMaster
commercial fitness equipment through an internal sales force and selected dealers to health clubs,
govemment agenmes hotels, corporate fitness centérs, colleges, universities "and assisted living
facilities. Our commercial $ales force is focused on expanding the market position of our exlstmg
Nautilus, Schwinn Fitness, and StairMaster comimercial product lines through joint marketing programs
with clubs thus making fitness inviting for guests, and utilizing our knowledge from the Nautilus
lnstltute to 1mprove our product offenngs . ' .
We advertise in select trade pubhcauons including publications that reach key mdustry stakeholders as
’ well as directly to consumers., Specific placement is driven by marketing and product development
v - events and ads are coded to assist us in measuring the effectiveness of each mdmdual ad with respect to
our objectives of increasing brand awareness and sales leads. We also maintain a database that includes
contacts at thousands of commercial facilities and enables us to” monitor responses to direct mail
promotions. All direct mail promotlons are supplemented by a telemarketing effort to maximize

' customer response. :

There are several national and reglonal industry trade shows, such as the Internahonal Health Racquet
and Sportsclub Association and Club Industry, as well as many other events that showcasé our programs
and products. Trade shows provide excellent opportunities to meet face-to-face with our customers and
the media to obtain valuable feedback by being able to test marketmg messages receive customer input
on product desngns and evaluate the competition. :

*: In the retail channel we market and sell a comprehenswe line of consumer fitness equipment under the
* Nautilus, Bowflex, Schwinn Fitness; and StairMaster brands through a network of more than 3,200
locations consisting of sporting goods, warehouse clubs,  department stores, govemmental agencies;
mass retailers, specialty retailers, and independent bike dealers. N S oo

The main focus for marketing our retail products is two—fold 1) fully support our network of cusStomers,
and 2) to leverage our direct marketing advertlsmg programs to market’ products through the retail sales
channel that were previously only available to consumers through the‘direct salés channel. Company
sponsored marketmg programs have been developed to ensure that our Nautllus Schwinn Fitness,
‘Bowflex, and StairMaster brands remain prominent in the minds of customers and consumers and drive
_ consumers to their local retailers. ., . :

.t T Lo . . s

. P— . .
LR " B e e N

The international. equipment business product line-is marketed and sold: through a dwersnﬁed retail and
commercial sales distribution channel outside of the Americas through our.own sales force and international
drsmbutors By offering a complete line of strength and cardio products, we now have greater ability to compete
in the international marketplace where many commercial customers prefer to buy from one supplier that can offer
_a broad ‘array of products at a competitive price. We believe our brand names have strong recognmon in the
international marketplace which has allowed us to compete more effectlve]y :

To allow us to effectively manage our. mtemanona] sales channels we operate our own ofﬁces in our largest
-international markets which include Switzérland, the United ngdom Germany, Italy, and. China. Each office
possesses a team of sales representatives that focus on selling to fitness clubs, governments and hotels. We have
also started marketing directly to consumers in the Australian market.

quss Apparel Business ' ‘ . Lo U

We market and sell our fitness apparel and footwear to. geographlc locatlons in the U.S. and mternat1onal|y

through consumer direct emails, online marketing, advertisement and product placements in a’ number ‘of sport

specuﬁc publications that allow us to reach specific user segments of cyclist, runners, and fitness professionals
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with a targeted message. This also-allows us to increase the brand awareness and to promote new products and
technologles We participate in a number of, trade shows throughout the -year. including Interbike USA and
Eurobike Germany, the bicycle and sporting goods industry’s leading showcase events. Additionally,|we promote
brand visibility by providing our products to a number of athletes who use them in competitive events. We also
attend a number of regional spomng events with our retail partners where we educate consumers about our
products and sell our products We maintain dedicated websites to promote our fitness apparel products as well
as to provide information to our consumers. The websites can be found at www. pea:llzuml com,
www.nautilusapparel.com, ‘and www -nautilusinmotion.com.  These websites contain Company and product
mformatlon none of which is  part of this Form lO-K PRI . '

In addition to consumer marketing, we ‘focus considerable effort on a’ marketing 'concept'ri:'alled Drive
Retailer Success or DRS. This program is focused on ensuring the ongoing efficiency of our retaller'I As part of
our DRS program; ‘we offer the' Pearl Izumi: Managed inventory program to retailers. This program, which
involves auto stocking of inventory, serves to increase the breadth of product at retali selectlon and helps ensure
the best product availability through the Seasor. IR - :

- Qur Frmess_’Apparel Business has four dlstrnct sales channels: .-~ . - -
- = Wholesale direct,
+ International distributors,

. Company leased retail stores, and - - . - SR R

¢ *. Internet and catalog sales. '

The international and domestic wholésale direct sales channels are comprlsed 'of independent bike dealers
and specialty run accounts as well as select large outdoor and sports retailers, The primary drivers for|our success
in specialty channels are differentiated products, credibility with enthusrast consumers, and value added service.
International distributor sales are made 1o exclusive distributors pnman]y in Canada, Australia, Czech Republic,

* Switzerland, New Zealand, Norway, Russia, Slovenia, Mexico, and [srael The fitness apparel business also
leases 10 retall stores, which sell pnmanly closeout items at favorable margins. Intemet and cataloglue sales are
compnsed of product sales made drrectly to end-consumers pnmanly in the U. S '

W P Co :

PRODUCT DESIGN AND INNOVATION o

Innovation is a vital part of our business as we continue expansion and diversification’ of our product
offerings in fitness and apparel products through leveraging our advanced rescarch and development Icapabilities
and our strong brand name recognition. On an ongoing basis, we evaluaté ‘new pr'oduct ¢oncepts and seek to
respond to the requirements and..needs of our consumers by, frequently introducing new products and
repositioning existing products. We develop these products cither from.internaily generated ideas or by acquiring
or llcensmg patented technology from outside inventors and then enhancmg the technology, . . J

o it ta
) Our research and development costs were approxrmately $11 2 mllllon $11 2 million, and $6 8 mllhon for
the years ended December 31, 2006, 2005, and 2004, respectively. We did not have any custome;-sponsored
research and development expenses in any of these years. Additionally, we incurred $5. 6 million, $5.4 million,
and $6.0 million in royaltics for licensing patented technology for new mnovattons for the ylears ended
Deoember 31 2006, 2005 and 2004, respectlvely . : al R

-t
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SEASONALITY L |
Fitness Equipment Products T e L e

In genera] U.S. and international sa]es in our direct, commercial, and retail fitness equipment clhannels are
seasonal. We believe that sales within these chiahnels-are lower in the second quarter of the year compared to the
other quarters especrally in the direct and retarl channels. _Our strongest quarter for these channels is generally
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the fourth' quarter followed by the’ ﬁrst and third quarters ‘We believe the pnncrpal reason for this trend i is the
fitness indusiry’s preparatlon for the impact of seasonal weather pattems that encourage more fitness aenvrty
indoors. S . R Ll

" Con Al e B ": S TR U U O

FttnessApparelandFoonveaerducts v . {-.- R Lo )

Sales of our fitness- apparel and footwear products are seasonal wrth stronger sales in the ﬁrst and third

quarters as 'Tetailers build inventories in anncrpatton of the’ spnng and fall sellmg seasons. We expect sales during -

the fourth quarter to be the weakest as this time period typically aligns with the coldest months of the year in our
target markets. when many fitness and outdoor enthusrasts may be less active. e :

AR A » o T R R A ' Lo

MANUFACTURING AND D‘rsrnmimpu

Fitness Equipment Business,

‘Our primary manufacturing and "distribution: obJectrves for all -of. our. products are to>ma1ntam product a

quality, reduce and control costs, maximize production flexibility, and improve delivery speed. This is
~accomplished by optimizing our. manufacturing and distribution infrastructure. Qur products are manufactired

primarily in the U.S. at our Oklahoma and Virginia plants, and at contracted manufacturing fac1lmes in Asia. We
have not expenenced any srgmﬁcant dtfﬁculttes with avarlabrlrty of raw materials.

' Yl o v N “a Juoy A b e e 4-1"

-

Our commercial strength ﬁtness products are manufactured in our Vlrgrma manufactunng plant, and our
commercial cardrovascular fitness products are pnmanly manufactured in our Ok]ahoma plant These operatlons
are vertically intégrated and 1nc1ude such functlons as metal fabrication, powder coatmg, upholstery, and
vacuum-formed plastics’ processes By managing our own manufacturmg operations, we can control the quahty
of our commercral products and offer customers bulld-to-order capabrhty and umque product conﬁguranons

N
Cd FLIR ] ' LT 1

We mspect package and Shlp our products from our dtstrlbutlon facrlltres in Oregon Vrrgrma [llmors and
Oklahoma. We rely. primarily on Umted Parcel Servrce (UPS) to delrver our direct products We distribute. our
retail and commercial fitness equrpment from our facilities in Illinois and Oklahoma using various’ comimercial
“truck-lines. We distribute commercral strength fitness equipment from our Virginia warehouse facrlrty drrectly to
customers primarily through our.own truck fleet which allows us’ to effecnvely contrél the set up and: mspectlon
of. equlpment at the end—user $ facrlltres T LI A U . .

- ' - : . ' * e
T T i l_‘, . y AT TS ' : L e . - .

Internanonal Eqmpmeut Busmess

‘ We pnmanly use our manufacturmg facrhtres in Oklahoma and Vrrgmla to manufacture our commercral
products We unhze our Asian suppliers fo manufacture our retail products Products are shipped to’ customers
outsrde the Amencas pnmartly from a tl'urd party dlstnbutton faclllty in the Netherlands

B

' E.- T ‘.

FttnessApparelBusmess . . S g I A e

B ‘Our apparel products are manufactured pnmanly in the U. S and Asra The manufacturers are closely

momtored to ensure conformrty and quahty in the products they produce -

. " . 40 1

Independent manufacturers 1n Asia purchase raw materials accordlng o our hrgh standards from supphers
we select, at prices and on terms negotiated by us. As part of agreements with our suppliers,: we>are usually

requlred to purchase any unused materials from the manufacturers' at the end of the season, These matenals are’

generally “consumed by the production of “special make products” for. our-outlet stores or larger nattonal

accounts This eliminates the potential for.a larger percentage of. close-out. products entenng our .primary
distribution channels sch as independent bike.dealers. Fora portron of ‘our. products that are produced in the
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U.5., we arc responsible- for purchasing and shipping raw materials 16 our manufacturers. Alllhough this
arrangement exposes us to additional risks before.products are manufactured, we beheve that it increases our
manufacturing flexibility and quality control.

Our quality control program is designed to ensure that our products meet the highest quality standards. A
large portion of the quality control process, which involves inspection, random product audits, and Iapprovals of
all key materials and finished products, occurs directly at the manufacturer. The manufacturer etther ships the
products to our warehouse factlmes in the U. S or Germany, or shlps directly to our international distributors.

For domestic sales, we generally Shlp our products from our facility in Colorado. We’ primatily ship our
products through UPS. For European sales, products are shipped from our facility in Germany. For international
distributor shipments, the products are either shipped directly to our customers from the mianufacturer or shipped
from our facility in either Colorado or Germany.

BACKLOG _
Historically. backlog has not been a significant factor in the Company’s business.

COMPETITION .

[

Fitness Equipment Business

The markets for all of our products are highly competitive. Our comﬁétitors vary by market and sales
channel as discussed below. We believe the combination of our well-recognized brand names along with our
brand marketmg awareness programs, ‘innovative and hlgh quality products, multiple distribution channcls, and
dependable customer service will allow us to remain competitive in all of our current fitness equlpmealu markets

" Home Fitness Equipment: We primarily sell our Bowflex stréngth and cardiovascular fitness products in this
market. We believe the principal competitive factors affectmg this portion of our business are tnnovatllon quahty,
brand name recognition, product price, financing options, and customer service. Our direct- markleted brands
compete directly with a large number of companies that manufacture, market and-'distribute home fitness
equtpment Our pnncnpal direct competitors mclude ICON Health & Fimess and Fitness Quest.

Commercial Fttness Equtpment Our Nautllus Schwmn aness and StatrMaster brands compete against
products of other commercial fitness equipment companies such as Life Fitness, Cybex, Precor, and TechnoGym
We belicve the key competitive factors affecting this portion of our business include brand relevarice, product
innovation, quality, durability, diversity of features, price, ﬁnancmg options, customer service, and product
service network.

Retail Fitness Equipment: Our Naunlus Schwinn Fitness, StatrMaster and Bowflex brands compete ‘against
the products of the retail fitness equipment compamcs such as Life Fitness, ICON Health & thelss, Johnson
Health Tech., and Precor. We believe the key competitive factors affecting this portion of our business include
quality, durability, product innovation, dwcrsnty of features, price, ﬁnancmg options, customer service, and
product service network.

International Eqmpmem‘ Busmess

Our Nautilus, Schwinn Fltness StatrMasler and Bowflcx brands compete against the products of such
companies as Life Fitness, Cybex, StarTrac, Precor, and TechnoGym. We believe the key compentlvle factors in
the international markets include brand relevance, price, customer and product service network, functl onahty and
diversity of features, quallty, product 1nn0vat10n de51gn, and bmnd name recognition.

B )

Fitness Apparel Business

Our principal competitors in the cy-cling‘ apparel category consist of Sugoi, Cannondale, Castelli, and
Descente. -Within- the cycling footwear category, the competitors primarily consist of Sidi, Specmlrzed and
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Shimano. Our main competitors. within the, running: footwear category are Mizuno, Brooks Sports and Asics:
Within the running apparel category, we believe the main competition to be the same as with running footwear,
with the addition of Sugoi. Fitness Apparel competitors include Adidas.and Chaimpion, as well as smaller female
specific brands such as Parana, Mirika, LuLu Lemon, and Title Nine. We believe the key competitive factors in
these markets include quality, product variety, product innovation, in-season availability. and price. :

thy o et e - .

EMPLOYEES .

As of February 28, 2007, we employed ‘approximately *1,500 employees. "Management considers its
relatioriship ‘with ‘employees 10" be good. None of- our employees are subject to"any collective bargaining
agrecments. There has never been & material interruption of operations due to labor disruptions. '

. . ' ‘ ;o ] . . - . ‘ . e . -
SIGNIFICANT CUSTOMERS : : : : e,

~ We had no individual customers that accounted for 10 percent (')r_'morie of our consolidated net sales ‘during
fiscal 2006, 2005, and 2004, ™" Breo o . R ' '

ne :

. INTELLECTUAL PROPERTY -~

Trademarks — We own many trademarks including Nautilus®, Bowflex®, Power Rod®, TreadClimber®,
Schwinn® Fitness, SelectTech®,  StairMaster®, Trimline®, 'Pearl Tzomi®, Microsensor®, Ultrasensor®,
Syncroframe®, Universal®, and, 3D Chamois®. Qur trademarks, the great majority of which are either registered
or protected by common law rights, arc used on nearly all of our products sold in the U.S. and internationally.
We believe that having distinctive trademarks réadily identifiable by consumers is an important factor in creating
a market for our goods; in identifying our Company, and in-distinguishing our goods from others. . . |

-

, Each federally registered trademark is renewable indefinitely, if the trademark is still in use at the time of
renewal. We are not aware of any material claims of infringement or other challenges to our trademark rights. ..

' . - P Y . . f i
R T 1 R . of

Al

Patents — The Company has a broad array of patents, both issued and pending, covering its exercise
equiprnent, Within these patents are various products and technologies-including . Treadclimber, variable stride
ellipticals; selectorized “weights, incumbent bicyclés, and ‘Spiraflex. Qur patent protection for some’ of these’
téchnologies extend as Tar.as'2025. Expiration of out patents could trigger the initroduc'tion of similar. products by
our competitors. SR w“ P ' ' s :

. ‘ - P'- e to . 5 O . 4 ’

Building our intellectual property portfolio is an important factor in maintaining our competitive position in
the ﬁt_ness equipment and apparel industries. We have followed a policy of filing applications for the U.S. and
foreign patents on inventiQns. new designs and improvements ,t,]iat_we' deem valuable to our business. If we do;
not, or are unable to, adequately protect our intellectual property, our sales and profitability could be materially
adversely affected. We protect olir proprietary rights vigorously and. take prompt action to prevent counterfeit
reproductions of or other infringing on our intellectual property. As _wgeincfg:ase_ our market share, geographic
scope and: product categories, we anticipate that intellectual property disputes will increase making it more
expensive for us to establish and/or protect our. proprietary.rights, and to defend against claims of infringement
by:others. Refer to Note 14 to the consolidated _ﬁn'aqcial,staterﬁehts’lb'cated at Part 11, Item 8 of this Form 10-K

for aidiscussion of significant intellectual property. disputes.. :* ™ ° . e ey -
B T S
ENVIRONMENTAL MATTERS =~ -+ ' ° 7"

Our operations are subject to federal, state and local health and safety and ervifonmental laws and
regulations, as well as those in other countries, that impose workplace standards and limitations on the discharge
of spoilutants into the environment and establish standards for the handling,- generation, emission, release,
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discharge, treatment, storage and disposal of materials, substances and wastes. U.S. federal environmental
legislation having particular impact on the Company includes the Toxic Substances Control Act;ithe Resource
Conservation and Recovery Act; the Clean Air Act; the Clean Water Act; the Safe Drinking Watet Act; and the
Comprehensive Environmental Response, Compensation and Liability Act (also known as Superfund) We are
also subject to regulation by the Occupational Safety and Health Administration (OSHA) concem%ng employee
safety and health matters. The United States Environmental Protection Agency (EPA), OSHA, and|other federal
agencies have the authority to promulgate regulations that have an impact on our operations.

The nature of our manufacturing and assembly operanons exposes us to the risk of claims with respect to’
environmental matters, and although compliance with local,. state, federal and international requirements relating
to the protection of the environment has not had a material adverse effect on our financial conditior) or results of
operations, there can be no assurance that matérial costs or liabilities will not be incurred in connection with such
environmental matters, Future events, such as changes in existing laws and regulations or enforcement policies or
the discovery of contamination on sites owned or operated by us may give rise to additional compllance costs or
operational interruptions which could have a material adverse effect on our financial condltlon results of
operations, and cash flows. While we are not aware of any existing conditions that are likely to resullt in material
costs or liabilities to us, there can be no assurance that all potential instances of soil or ground water
contamination have been identified even where Environment Site Assessments have beer;1 conducted.
Accordingly, there can be no assurance that previously unknown environmental conditions, or knov/n conditions |
which have not been fully evaluated, will not be discovered at any of our properties, whether|presently or
formerly owned or leased, or that the cost of remediating such conditions will not be material.

WHERE YOU CAN FIND MORE INFORMATION

We file annual reports, quarterly reports, current repoits, proxy statements and other information with the
Securities and Exchange Commission (the “SEC™) under the Securities Exchange Act of 1934,|as amended
(“Exchange Act”). You can inspect and obtain a copy of our reports, proxy statements and other information filed
with the SEC at the offices of the SEC’s Public Reference Room at 100 F Street, N.E.; Washington,| D.C. 20549.
Please call the SEC at 1-800-SEC-0330 for further information on the Public Reference Room. The SEC
maintains an Internet site at http://www.sec.gov/ where you can obtain most of our SEC filings, We also make
available, free of charge, on our website at www.nautilusinc.com our annual reports on Form lOJ-K, quarterly
reports on Form 10-Q, current reports on Form 8-K, and amendments to those reports, if any, filed|or furnished
with the ‘SEC‘pursuant to Section 13(a) or 15(d) of the Exchange Act as soon as reasonably practicable after they
-are filed electronically with the SEC. In addition, our code of business conduct and ethics, corporate governance
policies, and the charters of our. Audit Committee, Compensation Committee and Nominating - arild Corporate
Governance Committee are available on-our corporate website at www.nautilusinc.com. The information found
on our website is not part of this Form-10-K.. ' ‘

-
i

Item 1A. Risk Factors ‘
Speciol Note Regarding Forward-Looking Statements and Analysfs Reports

This Form 10-K, including Item’1 of Part I and Items 7 and 7(A) of Part II, contains forward-looking
statements, Forward-looking statements mclude any statements related to our expectations regarding future
performance or conditions, including any statements regarding anticipated $ales growth across markets
distribution channels, and product categories, expenses and gross margins, expense as a percentage of revenue,
anticipated earnings, new product introductions, acquisition of manufacturing operations in Asia, f:.lture capital
expenditures, financing and working capital requirements and resources. These forward-looking statements, and .
others we make from time to time, are subject to.a number of risks and uncertainties. Many factors|could cause
acival resulis to differ materially from those projected in- forward-looking statements, includnlmg the risks
described in Item. 1{A), Risk Factors, of this.Form 10-K. We do not undertake any duty to update forward-
locking statements after the date they are made or to conform them to actual results or tolchanges .in
circumstances or expectations. : Ve
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A significant decline in availability of media time or fluctuating advertising rates may hinder our ablllty to
effectively market our products and may reduce profitability ‘

We depend primarily on television commercials and television infomercials to market and sell our direct-
marketed products. Consequently, a marked increase in the pfice we must pay for our preferred media time or a
reduction in its availability may adversely impact our financial performance.

A declme in consumer spendmg due to unfavorable economic conditions could negatlvely affect our
product revenues and earnmgs

Success of each of our products depends substantlally on the amount of dlscreuonary funds avallable to
consumers and their purchasing preferences. Economic and political uncertainties could adversely impact the
U.S. and international economic environments, A decline in general economic.conditions due to increased freight
and transportation costs as well as increasing interest rates, among other factors, could further depress consumer
spending, especially discretionary spending for premium priced products like ours. Higher interest rates could
increase monthly payments for consumer products financed through one of our monthly payment plans. These
poor economic conditions could in turn lead to substantial decreases in our net sales.

If we are unable to anticipate consumer preferences or to effectively develop, market and sell future
products, our future revenues and earnings could be adversely affected |

Qur future success depends on our ability to develop or acquire the rights to, and then effectively produce,
market, and sell new products that create and/or respond to new and evolving consumer demands. Accordingly,
our net sales and proﬁtablhty may be harmed if we are unable to develop, or acquire the rights to new or different
products that satisfy consumers’ preferences. In addition, any new products that we market may not generate
sufficient net sales or profits to recoup their development or acqulsmon COStS. .

A delay in getting foreign sourced products through customs in a timely manner could result in cancelled

orders and unantlclpated inventory accumulation :
i

Many of our lmported products are subject to dutles tariffs or quotas that affect the cost and quanmy of
various types of goods imported into the U.S. or our other sales markets. The countries in which our products are
produced or sold may adjust or impose new quotas, dities, tariffs or other restrictions. ' Further, our business
depends on our ability to source and distribute products in a timely manner. As a result, we rely on the free flow
of goods through open and operational ports worldwide. Labor disputes at various ports create significant risks
for our business, particularly if these disputes result in work slowdowns, lockouts, strikes, or other disruptions
during our peak importing seasons. Any of these factors could have a material adverse effect on our business,
potentially resulting in reduced revenues and eammgs cancelled orders by customers, and/or unantlmpated
inventory accumulauon

Unpredictable events and circumstances relating to our international operations, including our use of
foreign manufacturers, could result in cancelled orders, unanticipated mventory accumulatmn, and

“reduced revénues and earnings
!

.+ A portion of our revenues is derived from sales outside the U.S:; for the year ended December 31, 2006,
international sales represented approximately 17% of our consolidated net sales. In addition, a substantial portion
of our products is manufactured outside of the U.S. Accordingly, our future results could be materially adversely
affected by a variety of factors, including changes in a specific country’s or region’s political or economic
conditions, trade restrictions, import and export licensing requirements, changes in regulatory requirements,
additional efforts to comply with a variety of foreign laws and regulations, and longer payment cycles in certain
countries thus requiring us to finance customer purchases for a period of time longer than those made in the U.S.

13




Failure to integrate acquisitions into our operations and manage other significant transactions
could harm our financial results, business and prospects

As we have done in the past, we may seek to acquire other businesses in the future. Integrati

businesses into our operaticns poses significant challenges, particularly with respect to corporate

successfully
ng acquired
cultures and

management teams. Failure to successfully effect such integration could adversely impact the revenue, earnings

and business synergies we expect from an acquisition. In addition, the process of integrating acquire
may be disruptive to our operatlons and may cause an interruption of, or a Ioss of momentum
business.

Our future integration efforts may be Jeopardized, and our actual return on investment
acquisitions may be lower than ant1(:1pated as a result of various factors, including the following:

Challenges in the successfu] integration of the pgoducts, services or personnel of the acqui
into our operations,

ot

Loss of employees, management team, or customers that are key to the acquired business,

- 1 il R . . . .
Time and money spent by our management team focusing on the integration, which cou
from our core operations,

Our potential lack of experience in the markets of the acquired businesses,

" and the need to integrate financial, accounting, information and other systems
The need to coordinate geographlcally diverse operations, and

Exposure to the impairment loss on our acquired businesses due to changing market conditic

d businesses
in, our core

from such

red business

id distract it

Possible 1nc0n51stenc1es in standards, controls, procedures and policies among the combmed companies

H1S.

QOur option to purchase Land America entitles us to rebates on products purchased from Land America

which will be discohtinued if we do not exercise our option

. On February 1, 2007 we entered into purchase option agreements to acquire substantially all of

our manufacturing partner, Land America and a related trading company, Treuriver Investmems L

purchase option entitles us to rebates on products purchased from Land America from January 1, 2

June 30, 2007, which will continue through December 31, 2007 if we elect to exercise the purchase <

do not exercise the option, we will not be entitled to rebates for purchases beyond June 30, 2007 unl

. . : . |
into an_ alternative rebate arrangement. Absent these rebates or an alternative arrangement, the cost

manufactured by Land America could increase, which would adversely affect our financial results.

Failure or inability to protect our intellectual property could significantly harm our competitivi

Protecting our intellectual property is an essential factor in maintaining our competitive po;
health and fitness industry. If we do not or are unable to adequately protect our intellectual proper

and profitability may be adversely affected. We currently hold a number of patents and trademar
several patent and trademark applications pending. However, our efforts to protect our proprietary ri
inadequate; and applicable laws provide only limited protection.

¢

]

Intense competition may have a negative impact on our net sales and operating results

Our products are sold in highly competitive markets with limited barriers to entry. As a result,
of lower priced competing products could result in a significant decline in our net sales and operating

the assets of
Limited. The
006 through
yption: If we
ess we enter
of products

» position

jition in the
ty, our sales
ks and have
ghts may be

introduction
‘results.

Inability to effectively manage our distri_butien facilities may harm our business and financial results ,

Our ability to meet customer expectations, manage inventory, complete sales and achieve ol

hectives for

operating efficiencies depends on the proper: operation of our existing distribution facilities and the timely
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performance of services by third parties, including those involved in shipping product to and from our distribution”
facilities, In.the U.S,, we rely primarily on our distribution centers in Portland, Oregon, Independence, Virginia,
Tulsa, Oklahoma, Bolingbrook, Illinois, and Broomfield, Colorado, and in Europe we rely primarily on a
warehouse in Kirchzarten, Germany and a third party warehouse and logistics provider in the Netherlands.

Our distribution facilities could be interrupted by dma‘;ters such as earthquakes or ﬁres We maintain
business mtemlptton insurance, but it may not adequately protect us from thé adverse effect that could be caused
by ‘significant dlsruptlons in our dlstnbutlon fac1|tt1es

.y . v

Failure to mai_ntain our information systems could result in interruptions to our business

QOur business is increasingly reliant on information technology. Information systems are used in all stages of
our production cycle, from design to distribution, and are used as a method of communication between
employees, our subsidiaries overscas, as well as our customers, We also rely on our information systems to
allocate resources and forecast operating results. System failures or service interruptions may occur as the result
of a number of factors, including computer viruses, hacking or other unlawful activities by third parties, disasters,
or failure to properly protect; repair or maintain systems. Any interruption of critical - business -information
systems may have a material adverse affect on our results of operations and financial condition.

Unsuccessful intpleméntation of our gt-owth strategies may adversely affect revenues and decrease 'margins

We face many challenges in implementing our growth strategies. For example, our expansion into
international markets may involve countries where we have little sales or distribution experience and where our
brand is not yet widely known. Expanding our product categories involves, among other things, gaining
experience with new products, gaining consumer acceptance and establishing and protecting intellectual property
rights. Increasing sales to depariment stores and improving the sales productivity of our customers will each
depend on various factors including strength of our brand name, competitive conditions, our ability to manage-
increased sales and futire expansion, the availability of desirable locations, and the negottatlon of favorable
terms with retatlers Future terms with customers may be less favorable to us than those under Wthh we
currently operate Large retailers increasingly seek to transfer various costs of busmess to their vendors such as
the cost of lost profits from product pnce markdowns. ? :

To implement our business strategy, we must manage -growth effectively. We Wl" continue to change
various aspects of our business, to maintain and enhance our information systems and operations to respond to
the increased market demand, and to attract, retain.and manage qualified: personnel. Growth could place an
increasing strain on management, finarl'éial, product design, marketing, distribution and other resources, and we
could experience operating difficulties. Growth involves many risks and uncertainties that, if not managed
effectively, could have a material adverse effect on our results of operations and financial condition.

Currency exchange rate fluctuations could result in higher costs and decreased mafgins

We have significant sales outside of the U.S. As a result, we conduct transacti‘t')nti in various currencies which
increase our exposure to fluctuations in foreign currency exchange rates relative to the U.S. dollar. Our international
revenues and expenses generally are derived from sales and operations in foreign currencies, and these revenues and
expenses could be affected by currency fluctuations. Currency exchange rate fluctuations could also disrupt the
business of the independent manufacturers that produce our products by making their purchases of raw materials
more expensive and more difficult to finance. Therefore, our future financiat results could be mgmﬁcantly affected
by the value of the U.S. dollar in relation to the foreign currencies in which we conduct business.

Our busmess is affected by seasonality which results in fluctuations in our operatmg results

We experlence moderate fluctuations in aggregate sales volume during the year. Hlstortcally, revenues in the
first and fourth quarters have exceeded those in the second and third quarters. However, the mix of product sales
may vary considerably from time to time as a result of changes in seasonal and geographic demand for particular
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types of fitness equipment and apparel. In addition, our customers may cancel orders, change delivery schedules or
change the mix of products ordered with minimal notice. As a result, we may not be able to accurately predict our
quarterly sales. Accordingly, our results of operations are likely to fluctuate significantly from period to period.

e

We may be adversely affected by the financial health of our customers

We extend credit to our customers, gerteral]y without requiring collateral, based on the assessment of a
customer’s financial circumstances. To assist in the scheduling of productlon and the shlp]:umg|r of seasonal
products, we offer customers the ablhty to place orders four to six months. ahcad of delivery. These advance
orders may be cancelled and the risk of cancellation may increase when dealmg with ﬁnancral}y challenged
customers struggling with economic uncertainty. In the past, some customers ha\]re expenenlced financial
difficulties which in turn have had an adverse effect on our business. From ttme to time, customers will be more
cautious than usual with orders as a result of weakness in the retail economy. 1A slowrng economy in our key
markets could have an adverse effect on the financial health of our customers which could in [turn have an
adverse effect on our results of operations and financial condition. : t

Government regulatory actions could disrupt our marketing efforts and product sales

Various international and U.S. federal, state and local government authorities; including the IFederal Trade
Commission, Environmental Protection Agency, and the Consumer Product Safety Commission; regulate our
marketing efforts and manufacturing of products. Our sales and profitability could be significantly harmed if any
of these authorities commence a regulatory enforcement action that interrupts our marketing or rnanufacturing
efforts, results ina product recall or negative publicity, or requires changes in product design.

We are subject to periodic litigation, product liability risk, warranty claims .and other regulatory
proceedings which could result in unexpected expense of time and resources -

From time to tlime, we may be a defendant in lawsuits and regulatory actions relating to our bu'omess Due to
the inherent uncertainties of litigation and regulatory proceedmgs we cannot-accurately predict the ultimate
outcome of any such proceedings. An unfavorable outcome could have a material adverse impact on our business,
financial -condition and results of operations. In addition, any significant litigation in the future, regardless of its
merits; could divert management s attention from our operations and may result in substantlal legal costs

We also may not be able to. successfully acquire intellectual property rights, protectzemstmg nghts or
potenually prevent others from clatmmg that we have violated their proprietary rights when we launch new
products We could incur substantial costs in defendmg agamst such claims even if they are withbut basis, and
we could become subject to judgments requiring us to pay substantial damages.

Many of our products carry limited warranties for defects in quality and workmanship. We may experience
significant expense as the result of product recalls or product liability claims which may have a ma}terial adverse
effect on our business. We maintain a warranty reserve for future warranty claims but the actual costs of
servicing future warranty claims may exceed the reserve and have a material adverse“effect on our results of
operations and financial condition. . » - : -

In order to be successful, we must attract, retain and motivate key emoloyees,' and failure to do so:may
have an adverse impact on our business

Our future success depends on our.ability to- attract and retain key executives, managers, product
development engineers, sales personnel, and others. We face intense competition for such individuals worldwide.
Not being able to attract or retain these employees may have a material adverse effect on our results of operations
and financial condition. . . .

) . : . LY -

P . Lt e

Item IB.'Unresol'ved Staff Comments

* None.
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Item 2. Properties

The followmg 15 a summary of pnnCIpal propemcs owned or leased by the Company

. ) . ) Owned or
M Location Primary Function(s) , Leased
Fitness Equipment - Washington World headquarters, call center, retail store, and
o T ‘ : - warehouse Leased
Oregon-. Warehouse and distribution . Leased
Virginia - Warehouse and distribution Owned
Virginia - Commercial equipment manufacturing Owned
Virginia . Engineering, prototyping, customer service, and
R s -~ administrative ' . Owned
Virginia Showroom ' Owned
. Virginia - Commercial equipment sales and warchouse Owned
Virginia " Two warehouse and distributton facilities ’ ‘Owned
Ulinois Warcehouse and distribution Leased
Colorado Administrative, warehouse, production, testing;
engineering and distribution Owned
Oklahoma Manufacturing. Leased
Oklahoma Three distribution facilities '  Leased
Canada ‘ Cali center, distribution, administration, warehouse, and '
. showroom Leased
International Equipment  Switzerland Administrative Leased
- Switzerland - Warehouse and distribution . Leased
Germany Administrative, showroom, and warchouse . Leased
- United ' . ‘
Kingdom Administrative, showroom, and warehouse Leased
- Ialy Administrative - Leased
-Australia - Administrative, call center, showroom sales, and
‘ . warehouse Leased
- S China Administrative ~ Leased
' ‘ China ' Research and development ' Leased
Fitness Apparel . California Four retail stores Leased
: Colorado Apparel headquarters and warehouse Leased
Colorado - ‘Retail store Leased
Georgia Retail store 3 ’ . Leased
Germany - European headquarters and warehouse Leased
New Hampshire Retail store Leased
’ Hlinois. Retail store . . Leased
. - Oregon Retail store o Leased
. ‘ . Utah . Retail store Leased

) In general, our properties are well maintained, adequatc and suitable for thelr purposes, and we believe these
-propertles will meet our operational needs for the foreseeable future. If we require additional warchouse or office
space we beheve we w1ll be able to obtain such space on commercially reasonable terms.

-Item 3. Legal Proceedings

For a description of the legal proceedings that affect ‘us, refer to Note 14 to the consolidated financial
. statements located at Item 8 of this Form 10-K.

tem 4. Submission of Matters to a Vote of Security Holders

No matters were submitted to a vote of our shareholders through the solicitation of proxies or otherwise,
dunng the quarter ended December 31, 2006.
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PART I

Item 5. Market for Registrant’s Common Equlty, Related Stockholder Matters and Issuer Purcl

Equity Securities

Market for our Common Stock T2

L,

Our common stock is listed on the New York Stock Exchange (the “NYSE”) and trades under
“NLS.” As of February 28, 2007, 31,521,611 shares of our common stock were issued and outstandi
approximate number of beneficial qhareho]ders and the number of shareholders, of record was 76
respectively. oY ‘

The following table summarizes the high and low closing prices and dlwdends pald for &
indicated:

hases of

lhc'symbol
ing and the
and 7,000,

ach period

ividends Paid

2006: ot . ;
Quarter 1 .. .. .o e e $19.70 $13.91
Quarter2 ... ... e 18.49 - 1492
Quarter3 ... ...oiiiiiiii e e, 1566 1149
Quarterd ............. G P T e 1610 13,65

2005: : ,
QUAMET | ..ottt e U $24.59 $20.25
Quarter 2 . ..., e e e e e e e . 28.95 2268
Quarter3 .......... e e e 29.65 2207
Quarter d . e 2215 16.83

$0.10
0.10
0.10
0.10

$0.10 .
0.10
0.10
0.10

The total amount of dividends paid in 2006 and 2005 were $12.9 million and $13.4 million, respectively or

$0.40 per common share. Payment of any future dividends is at the discretion of our Board of Dire¢
considers various factors such as our financial condmon operatmg results, current and anticipated
and future expansion plans. ‘- -

Ly N

tors, which
cash needs

* Equity Compensation Plans _ . ’
The following table provides "information about ‘thé‘ Corhpany’s equity cornpcﬁsation plans as of
December 31, 2006: . oo ) .
' . . Number,of securities
b remaining available for
future issuance under
Number of securities Weighted average equity cumpensation
to be issued upon exercise exercise price of plans (excluding
- of outstanding options, outstanding options, - - securitie; reflected in
warrants and rights warrants and rights column (a)}
Plan Category (a) , (b} {c)
Equity compensation plans approvedby * . : . : ‘ | _
security holders . ..................... a 2,742075 0, $16.46 3,542,819 -
Equity compensation plans not approved by
security holders ..................... — — a —

Total .................. EEREREERERTRT o 2,742,075 $16.46 3 542 819,

(1) 48,900 performance units were granted in 2006, which reduce the remainiﬁg number of securities available

for future issuance by 97,800 shares. - . L

For further information regarding the Company’s equity: compensation plans, refer to Nole 9 to the

consolidated financial statements located at Item 8 of this Form 10-K..
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shift in our sales product mix both between and within product categories and among our selling channels. This
was partially offset by a reduction in our warranty costs due to an overall improvement in quality of our products
and through a recovery of a portion of such costs from our suppliers. In addition, as a result of improving our
operating efficiencies and sustained engineering efforts we have continued to focus on reducing the cost of our
sourced products from our Asian manufacturers. -

Fitness Equipment Business — Gross profit for our fitness equipment business improved slightly to $254.8
million as compared to $254.0 million last year. As a percentage of net sales, the gross profit margin improved
slightly to 46.0% in 2006 compared to 45.8% last year. Factors affecting gross profit included a reduction of our
" warranty costs due to an overall improvement in quality, and through the recovery of a portion of warranty costs
from our Asian manufacturers. In addition, we realized reductions of the actual cost of our sourced products
through various sustained engineering efforts and continued vendor contract negotiations as we seck strong
partnerships with fewer vendors. These cost savings were offset by an increase in freight costs and changes in
both the sales channel and product sales mix within the product categories.

International Equipment Business — Gross profit for our international equipment business was $16.5 million
in 2006 compared to $13.8 million in 2005, an increase of $2.7 miilion or. 19.6%. As a percentage of net sales,
the gross profit margin remained unchanged at 25.9% in 2006 compared to that in 2005. The increased gross
profit was attributed to efficiency gains in service and logistics performance along with an overall increase in
sales volume. The increase was offset by downward pressure on selling prices exerted by strong competition,
increased freight costs, and unfavorable sales mix resulting in increased sales volumes from the lower margin
retail sales channel. ‘

Fitness Apparel Business — Gross profit for the Fitness Apparel Business improved by: 147.7% to $27.3
million as compared to $11.0 million last year. However, as noted above, Pearl 1zumi was acquired in July 2005
and the comparable gross profit for the six months ended December 31, 2006 was $12.8 mllhon as compared to
$11.0 million during the same period of 2005, an increase of $1.9 million or 16.3%. As a percentage of net sales,
the gross profit margin for this time period decreased to 43.4% in 2006 compared to 45.9% last year. The
decrease in the profit margin is mainly due to the sales mix of products offered and a larger portion of sales
coming from the international direct and distributor markets which have historically lower profit margins.

- Consolidated Operatmg Expenses ] . .

‘Selling and Marketmg - Scllmg and marketing (“S&M") expenses mcreased by 3.9% to $186.6 as
compared to $179.7 million last year. As a percentage of consolidated net sales our S&M expenses decreased to
27.4% in 2006 compared to 28.5% last year. The increase in total S&M expenses is primarily due to inclusion of
operatmg results related to the acquisition of Pearl Izumi last year resulting in additional expense of $4.5 million,
an increase in consumer financing fees due to stronger financing utilization by our direct channel consumers, an
increase in direct marketing costs and additional share-based compensation expense of approximately $0.4
million as a result of adoption of SFAS 123(R), with the remainder resulting from an increase.in commission
costs of approximately $1.8 million due to overall increased sales volume.

General and Administrative — 'General and administrative (“G&A™) éipenses increased by 10.8% to $54.1
million as compared to $48.8 million last year. As a percentage of consolidated net sales our G&A expenses were
8.0% in 2006 compared to 7. 7% last year. The increase is mainly due to inclusion of G&A expenses of our
acquired businesses in 2005 of approximately $4.3 million, a full year of depremauon and rent expense of
approximately $2.2 million for our new corporate headquarters which we occupIed late in the third quarter of
2005, and $1.8 million of share-based compensation expense resulting from the adoptlon of SFAS 123(R), offset
by a decrease of $1.8 million in legal costs. . o :

. . \ L. "
Research and Development — Research and development (“R&D") expenses remained unchanged at $11.2
million. :
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‘'Royalties - Royalty expense increased 4.5%:to $5.6 million as compared to-$5.4 million:last year..\We have
several agreements under which we are obligated to pay royalty fecs on certain product sales., The irircrea'se in.our
royalty expense is primarily a result of an increase in sales volumes related to our Bowflex R( volution and
TreadClimber, partially offset by the purchase of the Rodgers patent porifolio whereby ccrtam producl sales no
longer have associated royalues appllcable to lhose palents : =

D B Coetiel o Lt

Consolzdated Other Income (Expense), net: - : o < BT ST WO

Net mterest expense incréased to $20 mrllron in 2006 compared o net mterest mcome of $I 2 mllhon in
2005. The increase in expense is due to the increase in the average balance of dur short-term borrowmgs that
were outstanding during 2006 as compared to the Company belng in a cash mvestment posmon durmg most of

TR -
last year.

. . -+ . '
Yt L [P &

Net other income increased to $1.6 million in"2006 from $0.3 mrllron in' 2005 pnmanly due:to forcign
currency gains realized by the Company in 2006 R A RN (O R

. . Fl . H
t ot L L B RN

" Consolidated Income Tax Expense I e e b
INTY 5 AT
The provision for income tax expense decreased by 5.9% to $1 1 6 mllhon as compared o $1213 mrlhon last

year. Our effective tax rate in 2006 was 28.5% compared to 34.8% in 2005, The decrease in the efﬁrctrve tax rate
is primarily due to a $3.8 million reduction of our tax contingency reserves resulting from our determmanon that
certain statutory periods for the assessment of addltlonal state income tax are now closed _—

o e
COMPARISON OF THE YEARS ENDED DECEMBER 31, 2005 AND DECEMBER 31 2004 e
Consolidated Net Sales + - * -..° . . r et T 't'- Y IRE HLR

) Consolidatéd net sales weie $631.3 rmlhon for 2005 compared to $523.8 mrllron for' 2004, .m increase of
$107.5 million or 20.5%. The. acqursmons of Pearl Izumi and Belko Canada our Canadlan dlstnl)utor 1n 2005
represented $45. 6 million of this increase in net sales A

! , Coe gy o, e
Fitness Equipment Business — Net sales from the fitness equipment business were $554.2 miition for 2005
compared to $479.9 million in 2004, Specific channel net sales information is detailed below- ,

v

* In our direct channel, net sales improved by 10.3% to $293.9 million in 2005 compared o $266.5
million in 2004. The, increase in direct channel sales was due to mcreased sales volumc[s of Bowflex

" home gyms, TreadClimber products and Se]cctTech dumbbells In addition, . net’ sdles incredsed
approxlmate]y $12.4 million as the result of a price increase in certain TreadCllmberr and Bowﬂex
home gym products that took place during 2005.

. i B Y R T

* In our commercial channel, net sales improved 8.2% to $72.9 mlllron in 2005. compared to. $67 4
mitlion in 2004. The increase is primarily attributed. to the introduction of the com'mercral .grade

;. TreadClimber during -the second quarter-of 2005, in addition to:continued sales of the Nautilus
Commercial Series treadmills that started shipping during the first quarter of 2005: . .

» In our retail channel, net sales improved by'33.3% to $187.4 million in 2005 compared to $l40 6
million in 2004. The increase in net sales is due primarily to increased unit ‘sales from| new products
introduced into the specialty channel during 20035, specifically the Bowfiex SelectTech, [TreadClimber
and home-gym products along with new prodiicts' being introduced into the retail ch'éhm;l speciﬁcally
SelectTech, TreadClimber and new Bowflex' home-gym products.'The increase was also due to gammg
additional retail customers as we]l as expandmg the number of products offered dt existing custommer

" locations. _ . AR S I v
' N - L K . ) E{%a: )

International Equrpment Busmess Net sales from the international equlpment business were $53.1.million
in 2005 compared to $43.9 million in 2004, an increase of-$9.2 million or 20.9%. The increase:in net sales,was
attributed to continued formation of new c¢ommercial -and.retail relationships: in. Australia,. Germany, “New
Zealand, and the United Kingdom. . - = . D . . B N 11
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. Fitness Apparel Busmess — Since the aoqursmon of Pearl [zumr in July 2005, net sales from the,fitness
apparel business totaled $240mrllnon for2005.. .. - : . e

¢ .
N Aot i at . ) - M P

Comohdated Gms.r Proﬁl

- As a result of our mcreased sales, and the full mtegranon of Pcarl [zumi and Bclko Canada our total gross
profit increased by 13.9% to $278.8 million in 2005 as compared to $244.8 million in 2004. The acquisitions of
Pear! Izumi and Belko Canada in 2005 represented $22.3-million of this increase in gross profit. Our overall
gross profit margm decreased to 44 2% in 2005, compared to 46.1% in 2004. .

. Fitness Equrpmem Busmess - The fitness equipment business gross profit was $254.0 million in. 2005
compared to $229.9 million in 2004, an increase of $24.1. million or 10.5%. The gross profit margin for the
fitness equipment business was 45.8% in 2005 compared to 47.9% in 2004. The decrease in gross margin was
attributed to a combination of drivers that include shift in product sales mix; inventory, warranty and factory-
related costs and adjustments; higher transportation costs; and additional costs incurred to introduce and support
severa] new product launches. This decline in 2005 gross margin as compared t0.2004 was partially offset by the
absence of additional warranty and product safety reinforcement related costs associated with doubling of the
Bowflex Power Pro warranty and greater than anncrpated customer response for the Bowflex Power Pro
remforcemem krt dunng the first half of 2004. - .

lntemauonal Eqmpment Busirness — The mternanona] equipment business gross profit was $13.8 miilion in
2005 compared to $14.9 million in 2004, a decrease'of $1.1 million or 7.4%. The gross profit margin for the
international equipment business was 25.9% in 2005 comparcd to 33.8% in 2004. The decrease in’'gross margin
was attributed to a combination of drivers that include growth in lower margin retail channel sales, increases in
whole goods purchase pnccs and a new, more expcnswe logistics. prowder in the Netherlands .

Fitness Apparel Business — The fitness apparel business’ gross profit in 2005 was- $11 .0 million, with a
grossprofitmargmof459% e Co . L .

¥

Consolutated Opemmtg Expenses

Selling and Marketmg Selling and marketmg expense was 3179 7 million in 2005 compared to $156. 6
million'in 2004, an increase of $23.1 million or 14.7%. The acquisitions of Pearl Izumi and Belko Canada in
2005 represented $4.3 million of the increase in'selling and marketing expenses. As a percentage of net sales,
selling- and - marketing expense was 28.5% in 2005 compared to 29.9% in 2004. For the fitness equipment
business, selling and marketing expenses as a percentage of sales were 28.8% in 2005 compared to 29.9% in
2004 The decrease in fitness equipment business selling and marketing expense as a percentage:of net sales was
pnman]y due to efficiencies-gained in the Company’s direct marketing efforts. Specifically, advertising expense
as a percentage of direct channel sales decreased by approximately 4.1 percentage points. These gains were
partmlly offset by the fees of an outside ad agency and ongoing market research projects designed to continue
improving the effectiveness of the overall marketing. program Srmrlar ad agency and market research expenses
were not mcurred durmg the ma_lomy .of 2004 cerom T -

General and Admrmstranve Gcncra] and admrmsuauve expenses were $48.8 million for 2005 compared
to $31.0 mllllon for, 2004, an.increase of $17.8 mrllron or 57.3%.. As a percentage of net sales, general and
admmlstratwe expenses increased to 7.7% in 2005 as compared to 5. 9% in 2004 The acquisitions of Pear] [zumi
and the Canadian distributor in.2005 represented $4.2-million of. the increase in general and administrative
expenses..Besides the.increase associated with these-acquisitions, general and administrative expenses increased
primarily due-to increased legal fees of approximately.$5.7 million mostly related to litigation with ICON
Health & Fitness, Inc. Consistent with our consumer-based businéss strategy.to drive growth while investing.in
our.future, general and administrative costs also increased approximately $8.3 million due to expenses associated
with consolidating information systems. The primary drivers of the information systems costs- were increased
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consuliing fees, software license fees and wages. Additional]j},- we recorded charges 'in 2005
respectively,.consisting of the payment of a civil penalty in the amount of $1.0,million to.the Consui

and .2004,
ner Product

Safety Commission.and a $1.8 million pretax gain on the sale of land that reduced 2004 expense. -

Research and Development - Research and development increased $4.4 miltion to $11.2 million in 2005

from $6.8 million in 2004, an increase of 65.2%. The acquisition of Pearl 1zumi in 2003 represented-$1.1 million

of the increase in-research and development expenses. Besides the increase ‘associated with. this !acquisition,

research and development expenses increased primarily due to higher staffing levels and prototype casts incurred

to support the innovation component of our consumer driven business strategy. - T e
] . .

Royalties — Rdyalty expense decreased 10.1% to $5.4 million in 2005 as compared to $6.0 million in 2004,
Our direct, commercial and retail channels have several agreements under which we are obligated to|pay royalty
fees on-certain products. The .decrease. in our royalty expense was primarily attributable to the [April 2004
expiration of a royalty agreement related to the Bowflex patents. This'decrease in Bowflex related royalties was
partially offsct by royalty expense associated with: our TreadClimber and e]l:pncal product sales.. We, are
obligated to pay royalties, at the rate of-3.0% of . TreadClimber sales,.to the inventor of: lhf: main phtenl on thc
TreadClimber until this patent explres on December 13, 2013. : '

Pt
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" Consolidated Incorne Tax Expense

The provision for.income tax cxpense was $12.3 ‘million in 2005 compared to $15.7 million in 2004, a
decrease of $3.4 million or 21.7%.-The decrease was primarily due to’ fluctuations in income’ beiore income
taxes. The effective income tax rate increaséd from 34.3% in 2004 to 34.8% in'2005.: .. ol

:
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LIQUIDITY AND CAPITAL RESOURCES'

- Our operating, investing, and financing actmtles resulted in cash and cash equwalcnts of $4. 3 rmlllon as of
December 31, 2006. Net cash. generated by operating activities in 2006 was $33.8 million compared t0 $9.6 used
in operating activities in 2005. The increase in operating cash flows is due to growth in net income, non-cash
share-based expense of $2.5 million resulting from the adoption of SFAS 123(R), and non-cash forclgn currency
gain of $1.4 million from transactions with our international subsidiaries. Further contnbutlng to the increased
operating cash flows is the decrease in inventories of -$21.1 million due to.improved inventory management.
Offsetting. this increase in cash flows are increases in trade receivables and prepaid expenses and qlher current
assets of $24.6 million and $12.1 million, .respectively. The-increase in trade receivables reflects the.ongoing
growth in sales channels that require longer payment:terms. The increase in prepaid e_xpenses~and'(1ther current
assets is primarily due to $1.1 million in receipts for licensee revenues, $4.9 million receivables for vendor
discounts, $1.1 million in receivables for mantifacturer paid warranty costs;.and an increase of ‘$1 6!million and
$2.3 million in prepaid advertlsmg costs and prepald inventories, respectlvely, in; companson to- thosc in fiscal
2005. & ot :
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Working capnal was $103.4 mllhon at Dccember 31, 2006 comparcd to. 3107 0 million at Ducembcr 31,
.2005. The decrease in working capital is primarily due to the investing and financing activitiés" described below; ¢

“Net cash used by investing acnvmes was $15.1° mlll:on in 2006 compared wnth $17.6 mIIIIOI'I in 2005. In
2006, we strengthened our brand portfolio by purchasmg the Universal brand for approxlmately $2.3 million. We
also purchased the Rodgers IP portfolio for $5.8 mllhon for which.we had prev1ously paid royalties, ’and madc a
$2.0 million deposit for a potential acquisition of. hie assets ‘of Land America, our Asian-contract manufacturer
Capital expenditures were.$11.1 million in 2006 compared' to $31.8 million in.2005. Capital clxpendlturcs
consisted of manufacturing equipment, website development costs to support our innovative produst offcnngs
and computer equipment to maintain and expand current information. systems for. future growth. In 2()06 we also
collected $7.1 million from the sales of our former headquarters building located in Vancouver, Washmgton and
the distribution center located in Tyler, Texas. .

L P T B ¥ P o
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“Net cash used in financing activities was $23.5 million:in 2006. The-increase is due to stock repurchases of
516 7-million, additional $1.5 million' paid on long-term-debt assumed by us as the result of the* :Beiko Canada
acquisition’in 2005,.lower net short-term borrowings in. compartson to 2005, and lower~proceed5‘ from stock
optlon exercises. + i 3" noa SR

3 Tone S N T [ T 1 e . K. ' s

We belleve our extsung rcash and cash equivalents, cash generated from operattons ‘and . borrowings

avallable under our cred:t facnlmes will be sufficient to meet our capital requ1rements in the foreseeable future.

X . o - .

r

The following table presents our - estimaied contractual obligations: ¢ - , 4

(ln'l‘housands) o R o C T e -Paymemsdueby period

R L L e Less than1 More than 5
(PN v . Coep e s+ bt - Total - ...  yesr , l-Syean 3-S5 years . years
Long—term debt(1) ;. ="Mt e i '..' $ 44177 7 259 - 743 836 2.579
Operating lease'obligations ™. ... 0L ..ol S0 30,6029 6,023 0 9,490 - 7,871 - 7,228
Purchase obllgauons(Z) cosbe ot i u U v 69,622 0 68,405 7. 1217 — —_

. 4 R AT R R AP TE ! . . : ’
Total ........... 0. S L $104,651 $74.687 $11450 $8,707  $9,807

(1) Net of imputed interest.

(2) Given that: the majority of ‘our 1nventory is sourced from'Asia, we have long lead times for inventory

o purchases and therefore neéd to secufe factory capacity from our veridors in advance. As'the result,
' approxlmately $66.9 million of the $69.6 ‘million in purchase obligations ‘is for 1nventory purchases Th1s

+ mventory is’ predommate]y related to sales anucrpated in the first half of 2007 RS :

. 4 . g, R LoDt

OFF-BALANCE SHEET ARRANGEMENTS L _

As descnbed in Note l to the consolldated ﬁnancral statements located at. Item 8 of thrs Form IO-K from
time to time, we arrange for leases or other-financing sources with third parties to enable certain of our

commercial customers to purchase our commercial products. While most of these financings are- without

recourse, in certain.cases we may offer a guarantee or other recourse provisions. At December 31, 2006 and
December. 31, 2005, the maximim- contingent liability under-all recourse prov1srons was approxrmately $I 6
‘million and $4.1 million, respectively.- , L U T o

el LA """ - ot e “f.l'i"r

+. .-In addition,.we have an agreement wrth a ﬁnancmg company- to provide second tier ﬁnanctng for our ’

consumers Refer to Notes L and 14 0. the consolldated financial statements for. further dtscussron of the
accountmg treatment for these arrangements and the related dlsclosures respectwely .

INFLATION AND PRICE CHANGES : ' . .

Although we, cannot accurately anticipate the effect of inflation on our operations, we do not beheve that
lnflauon has had. or is hkely in the foreseeable’ future to have, a material adverse effect on our financial position,

‘results of operatlons or, cash flows.” However, mcreases in inflation over hlstoncal levels or uncertamty in the .

'

general economy could decrease dtscretlonary consumer spendmg for products llke ours.’

During both 2006 and 2005, we expenenced increases in transportatton costs due’to mcreases in'the price
for fuel. As the résull, we rmplemented a four percent pnce increase passing some of these cost increases to the
énd-consumer.  To the extent these cosls continué to increase and we. are, unable to pass these costs 10" the

customer our gross margms may contmue to be negatwely rmpacted
g e, 1 PO e "_,l--n_-,f-,. i P
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w1t In general based on historic tnends we expect.our sales from fitness equtpment products both in the U.S.

and internationally to vary seasonally with sales typically the strongest in the fourth quarter, followed by the first
and third giarters, and the weakest in the second quarter. Our analysrs shows that-such factors as the broadcast of -
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nationalinetwork season finales and seasonal weather patterns. influence television viewership and cause ‘cur
television commercials on national cable television to be less effective in the second quarter than in clxther periods
of the year. In addition, during the spring and summer consumers tend to do more activities outsldc including
exercise, which impacts sales of fimess equipment used indoors. Sales from our fitness apparel products are
strongest in the first and third quarters and weakest during the fourth quarter. We expect the ﬂucmatmn in our
consolidated net sales between our l'nghest and lowest quarters to be approximately 40%.

CRITICAL ACCOUNTING ESTIMATES AND ASSUMPTIONS

The preparation of financial statements in conformity with accounung pnncnplcs gcncrally acc cpted in the
United Statés of America (the “U.S. GAAP”) requires estimates and assumptions that affect the reported amounts
of assets and liabilities, revenues and expenses, and related disclosures of contingent assets and Ilablhtles in the -
consolidated financial statements. As described by the SEC, critical accounting estimates’ and assumpuons are’
those that may be material due to the levels of subjectivity and judgment necessary -to account for highly
uncertain matters or the susceptibility of such matters to change, and that have a material impact on the financial
condition or operating performance of the company. Based on this definition, we believe the ltems listed below
are our critical accountmg estimates and assumptions.

~Management and our independent auditors regularly discuss with our audit committee each of our critical -
accountmg estimates. and assumptions, as well as critical accounting policies presented in N(':te |l to the
consolidated financial statements located at Item 8 of this Form 10-K, and the development and seleclnon of these
accounting estimates and the disclosure about each estimate in the MD&A. These discussions typ:c{ally occur at
our quarterly audit committee meetings and include the basis and methodology used in developing and selecting
these estimates, the trends in and amounts of these estimates, specific matters affecting the an'ioum of and
changes in these estimates, and any other relevant matters related to these estimates, including sngmﬁcant issues
concerning accounting principles and financial statement presentation, .

1

! . ]
. Product Warranty

We provide a limited warranty for the replacement of defective products. Our standard warranties require us
to repair or replace defective products at no cost to the consumer. We estimate the costs that ma)I be incurred
under our basic limited warranty and record a liability in the amount of such costs at the time product revenue is
recognized. Factors that affect our warranty liability include the number of units sold, along with Lhe historical
and anticipated cost to repair, replace or refund the ongmal sale. We penodlcally assess the adequacy of our
recorded warranty liabilities and adjust the amounts as necessary. . : .

Stock Compensatwn

We account for cmployce share-based compensatxon in accordance wnth Statement of Fmancnal Accoum.mg
Standards (“SFAS™} No. 123 (revised 2004), Share-Based Payment. The fair value of each equity award as well
as determination of probability when performance targets for awards subject to performance ccl)ndmons are
expected to be met require extensive use of judgment. Application of alternative assumptions could produce
significantly different amounts of compensation cost recognized in the consolidated statements of income..

Litigation and Loss Contingencies

From time to time, we may be involved in various claims, lawsuits and other proceedings. Such litigation
involves uncertainty as to possible losses we may ultimately realize when one or more future evenls occur or fail
to occur. We record any such possible losses in accordance with U.S. GAAP. The Company esumates the
probability of losses on legal contingencies based on the advice of internal and external counsel, the outcomes
from similar litigation, the status of the lawsuits (including settlement initiatives), legislative dcvelopments and
other factors. Due to the numerous variables associated with these judgments and assumptions, both|the precision
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and reliability of the resulting:estimates;of the related: loss contingencies are subject to.substantial- uncertainties. .-
We. regularly monitor :our estimated eikposure to these. contingencies and, :as additional information becomes
known, may.change our estimates significantly. A significant- change in our estimates, or a result that materially.
differs from our estimates |may have a significant impact on our financial posmun results of. operatrons and cash
flows:, e o T
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Goodwill and Intangible Assets Valuation

We evaluate our intangible assets and goodwill for potential impainilent annually or when events or
circumstances indicate the carrying value may be impaired. Qur judgments regarding the existence of impairment
are'based on anticipated cash flows, market conditions, regulatory and other factors. Future events could cause us
to.conclude that goodwill or other intangible assets are 1mpa|red ‘Any resulting impairment loss may reduce our
net worth and.have a material -adverse effect on our financial condition -and. results of, operations. As of
December 31, 2006,. goodw111 and intangible assets represented 27.0% of our total assets: i

. , ‘.
NEW ACCOUNTING PRONOUNCEMENTS s .

For a description of the new accounting standards that affect us, refer to Note 1 to the consolidated financial
statements located at Item 8:of this Form 10-K.

e I [N s : Lo R Pono .

Item 7A Quantltatlve and Qualltatlve Dlsclosures About Market RlSk

b * f

~=-We hold: our .«cash and cash equlvalents pnmanly in bank deposns and in hquld debt instruments w1th
matunty dates:of less than one year. We are subject 1o concentranon of credit risk as bank deposits may -exceed
federally insured:limits., .: . .. . S ot -

£ s . g Ity ea o,

Foreign Exchange Risk

We are exposed to foreign exchange risk from currency fluctuations, mainly in Canada nnd'Eﬁrope, due to
seurcing of our;products in: the U.S.-dollars and selling them primarily-in-Canadian dollars, Swiss Francs, and
Euros. Given the relative stze of our current foreign operations, the exposure to the.exchange risk could have a
material impact.on the results of:operations. Management estimates the maximum impact on stockholders’ equity
of aten percent change in any appllcable foreign currency to be: approx1mately $1.3 million. .

AU AP IR | 51;, M “_"_, R

Interest Rate Risk

Fluctuations in the general level of interest rates on our current variable rate credit agreements expose us to
market risk. As of December 31, 2006, our outstanding borrowings under the credit facilities were $47.5 million
and: represented.28.2% .of our total liabilities.. Due:to the shorn:term nature of- these.borrowings, management
bélieves that any reasonably:possible near-term changes in related interest rates would net have a material impact
on the Company sfinancial, position, results of operatlons «or cash flows. - - I :

PSS o g o n o bt e s e R TU R
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM e

I

P

To the Board of Directors and Shareholders'of'
Nautilus, Inc. ’
- Vancouver, Washington

We have audited the accompanying consolidated balance sheets of Nautilus, Inc. and subsidiaries (the
“Company™) as of December 31, 2006 and 2005, and the related consolidated statements of income,
stockholders’ equity and comprehensive income, and of cash flows for each of the three years in'the period ended
December 31, 2006, These financial statements are the responsibility of the Company s management. Our
re%ponmbllny is to express an opinion on these financial statements based on our dudn[q o

, “ We conducted our audits in accordance with the %tandardﬂ of the Public Company Accounting Overmght
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable’assurance
about whether the financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence 5upport1ng the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as evaluating
the overall financial statement presentation. We believe that our audits provide a' reasonable basis for our
opinion.

In our opinion, such consolidated financial statements present fairly, in all material respects, the financial
position of Nautilus, Inc. and subsidiaries as of December 31, 2006 and 2005, and the results of their operations
and their cash flows for each of the three years in the period ended December 31, 20()6 in conformity with
accounting principles generally accepted in the United States of America.

We have also audited, in accordance with the standards of the Public Company Accéuming Oversight Board
(United States}, the effectiveness of the Company’s internal control over financial reporting as of December 31,
2006, based on the criteria established in Internal Control — Integrated Framework issued by the Committee of
Sponsoring Organwatlom of the Treadway Commission and our report dated March 15, 2007 expressed an
unquahﬁcd opinion on management’s assessment of the effectiveness of the Company’s internal control over
financial reporting and an unqualified oplmon on the effeclwene';s of the Company 5 mlemal contro] over
financial reporting.

e

DELOITTE & TOUCHE LLP - S : A

Portland, Oregon )
‘March 15, 2007 _ oL 4 -
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NAUTILUS, INC.

‘ CONSOLIDATED BALANCE SHEETS
' DECEMBER 31, 2006 AND 2005

_ (In Thousands)
2006 2005
: ' ASSETS
CURRENT ASSETS: _
Cash and cash EQUIVAIENTS . . ..ot e $ 4,262 $ 7,984
Trade receivables,net ............. ... ..... IEEEREE R R PP 137,7‘]4I 116,908
Invenlqri(_:s ........................................................... 75,83}2I 96,084
Prepaid expenses and other.current assets . ......... .. . i i, 23,092 3,369
Short-lerm note receivable . ... .. ... e e 2,46 | 2,496
Assetsheldforsale ............. .. .. .. e 1,677 6,115
Deferred (aX ASSEIS . ..o v\ttt ettt e e e e 5,722 7,235
TOtal CUTTENL ASSELS - -+« oo e e e e 250,761 245,191
PROPERTY, PLANT ANDEQUIPMENT, net . ... i ie i 52,658 59,320
GOODWILL .. 65,037 64,404
INTANGIBLE AND OTHER ASSETS, NEl ..t ottt et e e e vt 56,486 44,371
TOTAL ASSETS .............. e e e ' $42"4,942|. $413,286
LIABILITIES AND STOCKHOLDERS’ EQUITY
CURRENT LIABILITIES: _ ‘
Trade payables ..,.............. e PP $.6l,375 % 61,132
Accrued liabilities ................. e 3 ,444‘ 29,097
Short-term borrowings . ............ e e 47,500 40,147
Income taxes payable ©....... ... ... ... il 4,551 3,810
Customer deposits . ...t et e e . 2,229t 3,327
Current portion of long-termdebt . . ... . ... ... . .. 259, 707
Total current liabilities . .... . ... .. . . i e 147,358 138,220
LONG-TERM DEBT ...\ttt e e e e e e i e 4,158 5,610
NON-CURRENT DEFERRED TAX LIABILITIES ... . ... ... i 16,792 16,990
COMMITMENTS AND CONTINGENCIES (Note 14)
STOCKHOLDERS' EQUITY: ] i
Common stock — no par value, 75,000 shares authorized, 31,482 and 32,780 shares
issued and outstanding at December 31, 2006 and 2005, respectively ... ........ 1,026 3,549
Unearned stock compensation . . ... ... it i e e —— (1,947)
Retained earnings ................... e e e 251,418 248,123
Accumulated other comprehensive income . ....... ... ... .. i 4,190 2,741
Total stockholders” equity ... ... .. it e 256,634 252,466
TOTAL LIABILITIES AND STOCKHOLDERS’ EQUITY ......... ..o, $424942| $413,286

See notes to consolidated financial statements.
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NAUTILUS, INC,

" CONSOLIDATED STATEMENTS OF INCOME
YEARS ENDED DECEMBER 31, 2006, 2005 AND 2004

(In Thousands, Except Per Share Amounts)

NET SALES ... e

COSTOFSALES «................. e
Gross profit .. ...... e e

OPERATING EXPENSES:

Sellingand marketing . ... ... ... .
General and administralive ... ... i e e :
Researchand development ... ..o i
Royalties . ... e e

Total operating expenses ...
OPERATING INCOME . ... e

OTHER INCOME (EXPENSE):

RLErestineome ... e
Eerest EXPeNSE oot e e e
Other income (eXpense), NBL . . ... ... it e e

Total other income (expense), net . ..... .. e PR T
INCOME BEFORE INCOME TAXES ... ..o

INCOME TAX EXPENSE .\ oo
NET INCOME .. oot e

EARNINGS PER SHARE:

BASIC ... [
DILUTED . .. e e st

WEIGHTED AVERAGE SHARES OUTSTANDING:

BASIC . e
DILUTED o e e e

See notes to consolidated financial statements.
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2006 2005 2004

$680.295 3$631.310 3$523.837

381.693 352496 279043
298602 278814 244,794

186,617 179656 156,577
54,120 48,826 31,033
11,179 11,160 6,754

5,607 5,368 5,968

257.523 245010 200,332
41,079 33,804 44,462

C 732 1,592 1,357
(2.847) (564) —
£,705 461 (172)

- (410} 1,489 [,185

40,669 35,293 45,647

11,569 12293 - 15,662
$ 29,100 $ 23,000 $ 29985

$ 090 $ 069 § 092
$ 090 % 0068 % 090

32,300 33,303 32,7157
32,457 33,857 33,394




YEARS ENDED DECEMBER 31, 2006, 2005 AND 2004

BALANCES at JANUARY 1,2004 ................
Netincome ............ ... iiiiia
Foreign cumrency transtation adjustment .........

Comprehensive income ..................
Dividends paid .. ...
Amortization of uneamed stock compensation . . .
Optionsexercised . . ...t
Tax benefit of exercise of nongualified options . ..

BALANCES at DECEMBER 31, 2004
NeLinCome . .....ovuvriiinraianrnniennna,

Comprehensiveincome . .................
Dividendspaid ...... ..o,
Uneamed stock compensation ... ........veann.
Amortization of unearned stock compensation .. ..
Options exercised . ... ...oooiii i,
Stock repurchased ... ...coviiiiiai i,
Tax benefit of exercise of nonqualified options ...

BALANCES a1 DECEMBER 31, 2005
Netincome ...,
Foreign currency translation adjustment .........

Comprehensive InCOmMe .......ovvirinians
Dividendspaid .............ociiiieiei..
Stock repurchased .............. ... ..ol
Cumulative change from adoption of accounting

policy ..o
Share-based compensation . ...................
Optionsexercised . .................. . ...,
Tax benefit of exercise of nonqualified options . . .

BALANCES at DECEMBER 31, 2006

See notes to consolidated financial statements,

NAUTILUS, INC,
CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY AND COMPREHENSIVE INCOME

(In Thousands)
Accumulated
Unearned Other Total
Comm—onStock-_ Stock Retained Comprehensive Stockholders'
Shares Amount Compensation Earnings Incomef{Loss) | Equity
32,605 § 2328 $(1.544) $221,580 $ 3264 $226,128
— — — 29,985 — 29,985
— —_ —_ — 820 . 820
30,805
— —_ — (13,091) —_ (13,091)
— —_ 340 — — 340
543 6,569 — — — 6,569
—_ 1,285 — — — 1,285
33,148 10,682 {1,204) 238,474 4,084 252,036
— — — 23,000 o= 23,000
- - - — . (1,343) (1,343)
21,657
— — — (13,351) — (13,351}
—  L106 (1,106) e —
— —_— 363 — s 363
463 5609 - — - 5,609
(831) (15.636) _ — — (15,636)
— 1,788 — — - 1,788
32,780 3,549 (1,947) 248,123 2,741 252.466
— —_ — 29,100 . 29,100
— —_ —_ — 1,449 1,449
30,549
_ — —_ (12,913) _ (12.913)
{1,344)  (3.761) —_ {12,892) — (16,653)
(1,947 1,947 — — —_
— 2,534 — — — 2,534
a6 603 — - — 603
— 48 — — — 48
31,482 $ 1,026 5 — $251,418 $ 4,190 $256.634
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NAUTILUS, INC.

v o 'CONSOLIDATED STATEMENTS OF CASH FLOWS
YEARS ENDED DECEMBER 31, 2606, 2005 AND 2004

(In Thousands)

! - !'

CASH FLOWS FROM OPERATING ACT IVITIES: -« i°
INEEINCOME « v et e e e et ettt et e e
’ Adjustmcms to rcconcﬂe net income to net cash prowded by (used m)

operating activities: i v
Depreciation and AMOTHZATON. 4. . e e e ae e .
Amortization of uncarmed stock compensatlon ...... i
'Share-based cOmMPeNsation ..............o.ovrireneanennnn,

(Gatin) loss on sale of property, plant and equipment: . ...........

Tax benefit from exercise of nonqualified options .. ............

o
Excess tax benefit from exercise of employee stock opuons ......

Deferred income taxes .....0........ ... ... e
Foreign currency transaction gain .................. e
Decrease in allowance for notes receivable . . . ... N I
Changes in assets and liabilities, net.of the effect of acqmsmom
Trade receivables ... ......c.ovveelinr i, "

Prepaid expenses and other cuwrrent assets .. ..., .. .. . :
Tradepayables . ........ ... . i i
Accrued liabilities, .. .................... e
Incometaxespayable .. ............. ... . it
Customer deposits ...................... U

Net cash provided by (used in} operating activities .........

CASH FLOWS FROM INVESTING ACTIVITIES: :
Purchases of property, plant and equipment .................: e
Proceeds from sale of property, plant and equipment, and assets held for

sale ... i e
Purchases of mtanglble BSSELS ...t S s
Net increase inotherassets .......................... SN
Acquisitions, netof cashacquired . .............. ... .. . L
Purchases of short-term investments .......... e e
Proceeds from maturities of short-term investments .................

Net increase innotesreceivable ..........cvrnnrnieennnann. ]

Net cash used in investing activities .....................

CASH FLOWS FROM FINANCING ACTIVITIES:
Cash dividends paid on common stock ......... ... ... . oo
Proceeds from exercise of stock options ............ ... ... .. ...
Excess tax benefit from exercise of employee stock options ..........
Stock repurchases ................... e e,
Net increase of short-term borrowings . ........ ... ... .. ... ..t
Principal payments on long-termdebt ............................

Net cash provided by (used in) financing activities .........
Net effect of foreign currency exchangeratechanges ...................

Inventories ........ ... o0 '

2006 2008 2004
$29,100 $ 23,000 $ 29985
17,044 | 16354 ., 11,972
— 363 340
2,534 — _
146 - 1 17, (1214)
— 1,788 1,285
(48) — . =
414 (437) 860
(1,420) — —
— — © (594)
(24,616) "7 (16,261) (19,702)
21,128 " (33,342) 4,693
(12,054)  (1,564)°  (1,036)
(101 .2,228 22774
2042 . . 2315 (599])
795 (4,600) 2,261
(1,158) © - 493 1,373
33,806 - (9,646) 47,006
(11,147)  (31,771) . -(9;043)
7,143 2972 641
(8,455) — —
(2,703)  (449) ~(596)
. (73,689) -
— (49,352) (126,143)
— 134671 92,106
35 8 453 .
(15,127)  (17,610)  (42,582)
(12,913) (13,351}  (13,09D
603 5,609 6,569
) 48 — —
(16,653)  (15,636) —
7.353 40,147 —
(1,900) (300) —
(23,462) 16,469 (6,522)
1,061 (495) 12

{Continued)




NAUTILUS, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS
YEARS ENDED DECEMBER 31, 2006, 2005 AND 2004

(In Thousands)

NET DECREASE IN CASH AND CASH EQUIVALENTS
CASH AND CASH EQUIVALENTS, BEGINNING OF YEAR .
CASH AND CASH EQUIVALENTS, END OF YEAR

SUPPLEMENTAL DISCLOSURE OF CASH FLOWS INFORMATION -
Cash paid for income taxes

.......................................

..............................................

Cash paid for interest

" 'SUPPLEMENTAL DISCLOSURE OF OTHER NONCASH INVESTING AND
FINANCING ACTIVITY -
Other receivable issued as part of the sale of Iand

Other long term liability issued in CO]l_]Ul’lC[lOI‘l with the acqu1smon of
certam intangible assets

- 2006

2005 .

2004

$(3 722) $(ll 282)
19,266 |

7,984

$(2,086)
21,352

$ 4,262

$ 7984

$19,266

© $10,594
$ 2,128

$ 16,067
$  205|

$10,831

[}

See notes to c_onSol‘idated'f]‘riz'mcial stﬁtélﬁ:é'n@:" S
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. .. . NAUTILUS, INC. .
" 'NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

’
%

1. ORGANIZATION, BUSINESS AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

.« Organization and Business - Nautilus, Inc. (“Nautilus” or the “Company") is a leading designer, developer,
manufacturér and marketer of branded fitness and apparel products sold under such well-known brand names as
Nautilus, Bowflex, Schwinn Fitness, StairMaster, and Pearl Izumi. Nautilus was founded in 1986 and
incorporated in the, Slale of Washlngton in 1993. The Company’s headquarters is located in Vancouver,
Washington. L .

o
Thc Company has grown lhrough a combmauon of internal growth and a series of strategic acqunsmons

such as Nautilus International, Inc., the fitness division of Schwinn/GT Corp. and its affiliates, StairMaster
Sports/Medical, Inc., and DashAmerica, Inc. d/b/a Pearl Izumi USA. As a result of these acquisitions, the
Company expanded its portfollo of lcadmg brands, product developmem capabllltlcs product lines, dlstnbut:on
channels, and the size of its customer base."

; Bas:s of Presentauon Thc accompanymg consolidated financial statements relate to Naunlus Inc. and its
wholly owned subsidiaries as of December 31, 2006 and 2005, and for the twelve month periods ended
December 31, 2006, 2005 and 2004. All 1ntercompany transactions and balances have been climinated in
consohdanon ‘ . | -
. [ - . .

Use of Est:mates — The prcparauon ‘of financial Statements in .conformity with accounting principles
generaliy accepted in the Umted States of America (“U.S. GAAP") requires management to make estimates and
assumptlons that affect the reported amoums of assets liabilities, revenues, and expenses and the disclosure of
contmgcnl assets and lnabllmes in the ﬁnancxal statements Actual resu]ts cou]d differ from those estimates.

" s ’

Cash and Cash Equivalents — The Company considers all highly liguid investments with maturities of three
months or less at purchase to be cash equivalents. The Company maintains its cash in bank deposnt accounts
which at times may exceed federa]ly msured limits. The Company has no[ expenenced any hlstoncal losses in
such accoums _

‘. . - - “

Concentration of Credit Risk dnd Trade Receivables — Financial instruments that potentially subject the
Company to concentrations of credit risk consist primarily of trade receivables. The Company generally does not
require collateral on its trade receivables. Credit risk on trade receivables is minimized as a result of the large and
diverse nature of the-Company’s customer base. The Company maintains allowances for losses based on the
historical: experierice, the age of outstanding receivables, existing economic conditions, and the expected
collectibility of trade receivables. Creditworthiness of customers is periodically reviewed to help gauge
collectibility. If events or changes in circumstances indicate that specific receivable balances may be impaired,
further consideration is given to the collectibility of those balances and the allowance is adjusted accordingly.
Past-due receivable balances are. written-off when the Company’s internal collection efforts have been
unsuccessful. For the, years ended December 31, allowance for doubtful accounts receivable activity was as
follows: TR

v A !

.. , ‘ Balance at Charged to . Balance at
! - e Beginning Costs and End of
(In Thousands) ¢ - - i ) o .of Period Expenses , Deductions? Period
' Altowance for doubtful accotints: * X o ' -
2006 . e IR ST ... $4,085 $1,455 $(1,647) $3,893
2005 2. S L3252 1,874 (1,041) " 4,085
- 2004 ...l SRR LU 2,686 985 (419) 3,252

* Deductions epresent amounts written-off against the allowance, net of recoveries. SO
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Inventories — Inventories are stated at the lower of standard cost or market. Cost is determined using a
first-in, first-out cost method. The Company evaluates the need for inventory valuation adjustments "lssocwted
with obsolete, slow-moving and not saleable 1nventory by reviewing current transacnons and forecasted product
demand on a quarterly basis. . . D S

Property, Plant and Equipment — Property, plant and equipment ‘are stated at cost. Improvements or
betterments, not considered to be maintenance and repair which add new functionality or significantly c' :xtend the
life of an asset, are capitalized and amortized over the lesser of the lease term or the estimated useful hfc of the
improvement. Expenditures for maintenance, repair costs and minor renewals are charged to expense as incurred.
The cost of assets retired or otherwise disposed of and the related accumulated depreciation are removed from
the accounts in the year of disposal. Gains and losses resulting from disposals of property and equq')ment are
recognized in the period in which the property and equipment is disposed. Depreciation is computed|using the
straight-line method over the estimated useful lives of the assets or the lease term, whichever is shorter.

. . ‘4 . s . . N

Goodwill and Intangible Assets — Goodwill'and intangible assets primarily consist of license agreements
patents, trademarks and goodwill. Goodwill and intangible assets deemed to have indefinite lwes are not
amortized but are subject to annual impairment tests in accordance with Statement of Financial Accountmg
Standards (“SFAS™) No. 142, Goodwill and Other Intangible Assets, (“SFAS No. 142"), Intangible assets that are
deemed to have finite lives are amortized using the straight-line method over their estimated useful lives.

Impairment of Long-lived and Intangible Assets — Long-lived and intangible assets that are determined to
have finite lives are measured for impairment in accordance with SFAS No. 144, Accounting for the ln'rpaim;em
or Disposal of Long-Lived Assets, only when events or circumstances indicate the carrying value may be
impaired. In these cases, the Company estimates the future undiscounted cash flows to be derived from) the asset
to determine whether a potential “impairment exists, If the camrying value exceeds the estimate lof future
undiscounted cash flows, the Company then calculates the amount of 1mpa1rment charge as the excess of the
carrying value of the asset over the estimate of its fair value. '

The Company tests goodwill and indefinite-lived intangible assets for impairment annually, typically in the
fourth quarter of each year or when events or changes in circumstances indicate that the carrying amoulnt of such
assets may be impaired, using the two-step process prescribed in SFAS No. 142. The ﬁrst step is a screen for
potential impairment, while the second step measures the amount of the impairment, if any.

As the result of performing the tests for potential impairment, the Company determined that no impairment
existed as of December 31, 2006 or 2005 and therefore, there were no write-downs to any of 1ts|goodw1|l
indefinite-lived intangible or other long-lived assets. Impairment charge, if any, would be classified, dependmg
on the nature of the underlying assets, as a component of cost of sales or operating expenses.

Revenue Recognition — Revenue is recognized in accordance with Staff Accounting Bulletin (“SAB™)
No. 104, Revenue Recognition, when products are shipped, persuasive evidence of an arrangement ¢xists, the
price to the buyer is fixed or determinable, collectibility is réasonably assured or probable, title and risk of loss
have passed, and there are no significant remaining obligations. Title generally passes upon’ *shipment or upon
receipt by the customer depending on the country of the sale and the agreement with the customer. Retall store
revenues are recorded at the time of sale. Revenue for commercial products is recognized 1 upon final installation
of commercial equipment if the Company is responsible for installation. Revenue is recognized net of : .Iipphcab]e
promotional discounts, rebates, and retun allowances. Retum allowances are estimated using |historical
experience. In accordance with Emerging Issues Task Force (“EITF”) Issue 06-3, How Taxes Collected from
Customers and Remitted to Governmental Authorities Should Be Presented in the Income Staremem {That Is,
Gross versus Net Presentation), any tax assessed by a governmental authority that is directly lmp:)sed on a
revenue-producing transaction between a seller and a customer is presented in the Statements of Income on a net
basis (excluded from revenues).
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.. .Product Warranty - The Company’s product warranty policy provides for coverage of defects in materials
and workmanship and includes the cost to manufacture (raw materials, labor and overhead) or purchase warranty
parts from supphers as well as the cost to ship those parts to customers. The cost of labor to install a warranted
part on commercial equipment is also included. The warranty reserve is based on the historical experience with
“each product and warranty expenses are charged to cost of sales when sales are recognized or as such estimates
change, net of estimated cost recoveries from suppliers.

“A warranty feserve is established for new products based on historical experience with similar products,
ad_;usted for any technologlcal advances in manufaclunng or materials used. The warranty trends are evaluated
penodlcally w1th Tespect to future claims volume and nature of likely claims. Any adjustments made to the
warranty reserve are the result of Judgment regarding the likely effect of the warranty trends on future claims.

L

For the years ended December 31, warranty reserve activity was as follows:

‘Balance at  Charged to _ Balance at

' ! ) o Beginning Costs and End of
* (In Thousands) ' ' v L X of Period Expenses Deductions* Period
“ ‘Warranty r'és'e'rves: : ) ' :
; 2006 VL $10,210  $11,175 $(11,578)  $ 9,807 °
2005"*’_.5‘.-'3..'.: L S S 7,537 ¢ 11,114 - (8441 10210
2004 TSR Ll 7348 7,362 (7,173) 7,537

* Deductions represent, warranty, claims paid out in the form of service costs and/or product replacements.
. Beginning in 2006, the Company was able to offset its warranty costs by recovering a portion of such costs
from its suppliers. et . . , o .

[ ! ; L o . et o - R L N '

;. Advertising and Promotion — The Company expenses. advertising costs as incurred, except for commercial

advertising production costs, Wthl’l are expensed at the .time the first commercial is shown ontelevision.

Advertising costs are included in sellmg and marketing expenses.

Total advemsmg and promotion cxpenses were $86.4 million, $79.3 million, and $82.8 millionfor the years
ended December 31, 2006 2005 and 2004, respectwely Advemsmg and promotion expenses recorded in prepald
expenses and other current assets totaled $5 1 million and $2 7 m1lllon at December 31,.2006 and 2005,
respectively. - .

I
1

. Shipping and Handling Costs — Shipping and handling fees billed to customers are recorded as revenue in
accordance with EITF Issue No. 00-10, Accounting for Shipping and Handling Fees and Costs. Direct costs
associated with shipping goods and 1nventory planning, receiving and handiing costs to customers are recorded
as a component of cost of sales

'

Research and Development ~ Internal research and development costs, which primarily consist of payroll,
payroll related.expenses and ‘materials expenses relating to the development of new products, including
significant improvements and refinements to existing products, are expensed as incurred and included separately
in. operating. expenses. Third.party. research and development costs, if any, are expensed when the contracted
work has been.performed T o ) \ RN

At Ao v *

thls approach deferred tax assets and habllmes are recogmzed for the future tax consequences attnbutable to
differences between the ﬁnanc1al statement _carrying amounts and the tax bases of existing assets and llab1lttles
and are measured using the enacted tax rates and laws that are expected to be in effect when the differences are
expected to reverse. The effect of a change in-tax rates on deferred tax assets and liabilities is recognized in
income in the.period of the enactment. A valuation allowance may be recorded to reduce deferred tax assets to an
amount for. which realization is more likely than not. Any income tax contingencies are accounted forin
accordance with SFAS No. 5, Accounting for Contingencies. ' :

P
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Foreign Currency Translations and Transactions — Accounts of the Company’s foreign operatiofs are
measured using the local currency as the functional currency. These accounts are then translated into U!S. dollars
using the current rate method with translation fgains and losses accumulated as the comprehensive income
component of stockholders’ équity, except for gains or losses from transactions with the Company’s international
subsidiaries which are recorded as part of other income/expense in the consolidated statements of income.

Fair Value of Financial Instruments — The carrying amounts of the Company’s cash and cash equivalents,
trade receivables, note receivable, trade payables, accrued liabilities, short-term borrowings, and|customer
deposits approximate their estimated fair values due to the short-term maturities of these financial instruments.
Management does not expecl the fair value of the Company’s long-term debt 1o materially dlffell from its
carrying value. : :

Guarantees — At times, the Company arranges. for leases or other financing sources to enable sales of its
‘commercial fitness equipment. While most of these financing arrangements are without recourse, in certain cases
the Company provides a guarantee or other recourse provisions to an independent finance company for either all
or a portion of the lease payments in order to facilitate the sale. In such situations, the Company ensurcs that the
transaction between the independent leasing company and the commercial customer represents a sales- -type lease.
The Company accounts for such agreements in accordance with Financial Accounting Standard Board (“FASB")
Interpretation (“*FIN™) No. 45, Guarantor's Accounting and Disclosure Requirements for Guarantees, Including
Indirect Guarantees of Indebtedness of Others and therefore records a liability and a corresponding reduction of
revenue for the estimated fair value of the guarantees. Revenue is recognized over the life of the lease obligation
unless a loss is. actualiy incurred related 10 such guarantee. The Company monitors the payment status of the
lessee under these arrangements and provides a reserve in accordance with SFAS 'No. 5, Accounting for
Contingencies, in situations when collection of the lease payments is not probable. :

-y . v, Lot . i L . + ‘ . .
"Generally, if the Company is required to fulfill its obligations under the guarantee, .it has the right to
repossess the products from the commercial customer. It is not practical to estimate the amount of proceeds that
would be generated from the sale of these assets in such situations. - :

Share-Based Compensation — Effective January [,°2006, the Company adopted the provisions of SFAS
No. 123 (revised 2004),-Share-Based Payment (“SFAS 123(RY") for its share-based compensation plan. SFAS
123(R) requires ¢ompanies Lo recognize in the statement of operations the grant-date fair value of stozk awards
issued to employees and directors. The Company adopted SFAS 123(R) using the modified 'proSpective! transition
method. In accordance with the modified prospective transition method, the Company’s consolidate¢ financial
statements for prior periods have not been restated to reflect the impact of SFAS 123(R). Therefore, the results
for fiscal 2006 are ot directly comparable to prior years. The Company also adopted FASB Staff Position
No. FAS 123(R)-3, Transition Election Related to Accounting for the Tax Effects of Share- Based] Payment
Awards (“FSP 123(R)-3"). Under FSP 123(R)-3, the Company elected not to use the short cut method: for
determmlng the historical pool of windfall tax benefits for purposes of delermmmg whether an excess tax beneﬁ
has been realized.

The Company previously accounted for the plan under the recognition and measurement pri1|1ciples of
Accoummg Principles Board (“APB”) Opinion No. 25, Accounting for Stock Issued 1o Employees (“APB 257)
and related interpretations and disclosure réquirements established by SFAS 123, Accounting for Stock-Based
Compensation, and SFAS No. 148, Accounting for Stock-Based Compensation — Transition and Dzscltosure Tn
March 2005, the Securities and’ Exchange Commission (the “SEC”) issued SAB No." 107, Share- Based Payment
(“SAB 1077), relatmg to SFAS 123(R). The Company has applied the provmons of SAB 107 in 1ts adoptlon of
SFAS 123(R) ’

Under APB 25, -nb expense-was tecorded in the income statement for the Company’s equity awards granted
at fair market value. The pro-forma effect on income for equity awards was instead disclosed ina footote to the
financial statements. Expense was recorded in the income statement for equ1ty awards granted below fair market
value on the date of grant.
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* Under SFAS 123(R), the Company recognizes compensation expense from share-based payments over the
requisite service periods of the individual grants which generally equal the vesting periods. Consistent with prior
years, the fair value of each equity award is estimated at the date of grant using the Black-Scholes-Merton option
pricing model - which requires extensive use of accounting judgment, including estimates of the expected
volatility of the Company’s.common stock price over the expected term, the dividend-yield, expected term option
holders will retain their vested awards before exercising them, and the number of awards that will be forfeited
prior to the completion of their vesting requirements. The fair value of the Company’s equlty awards was
estimated utlhzmg the followmg assumptions: : :

2006 2005 2004

Dividendyield .....0 .. .0 i e S L 2T0M% 22%. 5%

Risk-free interestrate .................... e e 4.7% 42% 43%
Expected volatility . . . .. e e HM%  65% 48%
Expected life (years) .......... P e e e e 4.75 5.0 3.5

Expected life represents the period that the Company’s equity awards are expected to be outstanding and
was determined based on historical experience with similar awards giving consideration to the contractual terms
and vesting schedules of the equity awards. Risk-free interest rate is based on the implied U.S. Treasury zero
coupon yield curve in effect in the month of grant. Expected dividend yield is calculated based on the amount of
quarterly dividends in the amount of $0.10 per share paid in fiscal 2006. Expected volatility utilized in the model
is calculated using daily historical volatility of the Company’s stock price. When estimating forfeitures, the
Company considers terminations as well as anticipated retirements based on an analysis of historical data. .

- The following table illustrates the effect on net income and earnings per share as if the Company had
applied the fair value recognition provisions of SFAS No, 123 1o its equity awards for the periods prior to
adoption of SFAS 123(R): .

{In thousands, except per share amounts) ' ) . ‘ ) 2005 . 2004
-Netincome,asreported..........................:;;-_ ............... $23.000 | $29,985
Add: Share-based employee compensation expense included in reported net
income, netoftax ..... e 237 223
Deduct: Share-based employee compensation expense determined under fair .
value based method, netoftax ................... e - (1,854) (2,967)
NEt inCome, PrO-fOrMIA . . ... v v e e e e et e e et e i eenss L -$21,383  $27,241 ¢
" Basic earnings per share: o ‘ -
Asreported ............ e - % 069 $ 092
Pro-forma ... o i e $ 064 $ 083
Diluted earnings per share: ' : : .
Asreported ... ... $ 068 $ 090
Pro-forma .......... O $ 063 $ 082

. Chen , X B .
As a result of ‘adopting SFAS 123(R), the Company’s income before income taxes and net income for the
year ended December 31, 2006 were $2.5 million and $1.8 million lower, respectively, than if it had continued’to
account for share-based compensation under APB 25. The Company’s basic and diluted earnings per share for
" the year ended December 31, 2006 were $0.06 and $0.05 lower, respectively, than if it had continued to account
for share-based compensation under APB 25. The Company did not capitalize any of its share-based
compensation costs in.any of the periods. A contra-equity balance of $1.9 million in “Uneamed stock
compensation” on the Consolidated Balance Sheet was reversed as a change in accounting policy upon the
adoption of SFAS l23(R) to “Additional paid-in capital” as of January 1, 2006.
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Prior to the adoption of SFAS 123(R), the Company presented all tax benefits of deductions.resulting from
the exercise of stock options as an operating cash flow, in accordance with EITF Issue No. 00-15, Classification
in the Statement of Cash’ Flows of the Income Tax Benefit Received by a Company upon Exercise of a
Nongualified Employee Stock Option. SFAS 123(R) requires the Company to reflect the tax savings resulting
from tax deductions in excess of expense reflected in its financial statements as a financing cash flow.™

Reclassifications — Certain prior year amounts have been reclassified to conform to fiscal vear 2006
presentation. These changes had no impact on previously reported results of operations, financial position, or
cash flows.

New Accounting Pronouncements — In February 2007, the FASB issued SFAS No. 159'(“SFAS 1597), The
Fair Value Option for Financial Assets and Financial Liabilities, which expands the scope. of ,what companies
may carry at fair value. SFAS 159 offers an irrevocable option to carry the vast majority of financial assets and
liabilities at fair value, with changes in fair value recorded in earnings. The Statement is effective for fiscal years
beginning after November 15, 2007. The Company is currently evaluating the impact that the adoptlon| will have
on the Company’s results of operauons cash flows or financial p051t10n .

In September 2006, the -staff of the SEC issued SAB No. 108 Consrdermg the Eﬁ‘ecrs of . ﬁrror Year
Misstatements when Quantifying Misstatements in Current Year Financial Statements (“SAB 108”). In SAB 108,
the SEC staff established an approach that requires quantification of financial statement misstatements based on
the effects of the misstatements on each of the Company’s financial statements and the relale(ﬂ financial
statement disclosures. SAB 108 is effective for financial statements issued for fiscal years ending after
November 15, 2006. The Company adopted SAB 108 in December 2006; adopt:on of SAB 108 dld not have a

significant impact on the Company’s results of operatmns cash flows or financial position,

In September 2006, the FASB issued SFAS No. 157, Fair Value Measurements (“SFAS 1‘7”) This
statement defines fair value, establishes a framework for measuring fair valde in U.S. GAAP, and expands
disclosures about fair value measurements. SFAS 157 is effective for financial ‘statements issued for fiscal years

beginning after November 15, 2007. The Company is currently evaluating the impact:that the adopuonl will have

on the Company’s results of operations, cash flows or financial position. Vel

In July 2006, the FASB issued FIN No. 48, Accounting for Uncertainty in Income Taxes (“FIN 48‘|’). FIN 48
provides a two-step approach for recognizing and measuring tax benefits and requires companies to make
disclosures about uncertainties in their income tax position, including a detailed rollforward of tax benefits taken
that do not qualify for financial statement recognition. FIN 48 is effective for fiscal years beginlning after
December 15, 2006. The Company is currently evaluating the impact, if any, that the adoption Wil htlwe on the
Company’s results of operations, cash flows or ﬁnanc:lal position,

In June 2006, the EITF issued EITF 06-3, How Taxes Collected from Customers and Re mitted 10
Governmental Authorities Should Be Presented in the Income Statement (That Is, Gross versus Net Présentation }
(“EITF 06-3”). EITF 06-3 provides guidance on the presentation in the income statement of any tax agsessed by
a governmental authority that is directly imposed on a revenue-producing transaction between a seller and a

|
customer. EITF 06-3 requires that taxes be presented in the income statement either on a gross basis (included in.

|
revenues and costs) or a net basis (excluded from revenues), and that this accounting pollcy decmon be

disclosed. EITF 06-3 should be applied to financial reports for interim-and annual reporting périods begmmng )

after December 15, 2006. The Company adopted EITF 06-3, as allowed in the guidance, effective July 1, 2006.
The Company has historically reported and will continue to report taxes assessed by a govemmental authority
that are directly imposed on a revenue-producing transaction on a net basis. The adoption of EITF 06-3 d1d not
have an impact on the Company’s results of operations, cash flows or financial posmon
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2. INVENTORIES

Inventories consisted of the following at December 31:
{In Thousands)

2006 2005
Finished goods . ............. S $55,235  $69,178
WOTK-In-process .............oiiuiiinnn i 1,154 1,368
Parts and cOmMpPONents .. ......coooniiuirerrrneerrnenreennann : 10,003 13,654
Rawmaterials ........... ... iiiiiiiannn, e 9440 - 11,884
Inventories .............. PP $75,832  $96,084
3. PROPERTY, PLANT AND EQUIPMENT, net
Property, plant and equipment included the following at December 31:
Estimated

: ' Useful Life

(In Thousands) ) : (in years) 2006 . 2005 .
Land ... .. e N/A $ 1,283- § 1,507
Buildings and improvements .................... 51t031.5 26,343 27416
Computerequipment .............covviieernnn. 2t05 42,892 40,556
Machinery and equipment .............. A Jws 27,246 26,241
Furniture and fixtures ........ e e 5 4,778 5,182
Construction in process ............cooiennn. ... N/A 1,378 ' 2,220
Total property, plant and equipment .............. 103,920 103,122
Accumulated depreciation ............... e (51,262} (43,802)
Property, plant and equipment, net ......... s $ 59,320

Construction in process consists of capitalizable costs associated with tooling being developed for new
products and internally developed software that are not yet in service. Capitalized interest was not material for

the years ended December 31, 2006, 2005 and 2004.

In 2006, as part of the plan‘to consolidate its productlon facilities for the cardiovascular line of equipment,
the Company concluded its operations at its manufacturing facility in Tyler, Texas and started transitioning
manufacturing of key products to other U.S. and Asian manufacturing facilities. At December 31, 2006, the
facility and all rélated assets were not sold and have been classified as “Assets held for sale” in the Company’s
balance sheet. The amount presented at December 31, 2005, consists' entirely of the previous Company

$ 52,658

headquarters. The building, was sold in February 2006 for approximately book value.

Depreciation expense was $14.9 million, $12.2 million, and $9.0 million in fiscal 2006, 2005, and 2004

respectively.

4, GOODWILL

Changes in the carrying amount of goodwill were as follows:

Fitness

. . . Fitness

{In Thousands) : ,  Equipment Apparel Total

Balance.as of January 1,2005 . .................... $29,755 $ — $29,755
Belko Canada Acquisition . . . . .. P . 2514 —_ 2,514
Pearl Izumi Acquisition .. ........................ — 32,135 32,135
Balance as of December 31,2005 ............. e 32,269 32,135 64,404
Purchase accounting adjustments .............. . -, 622 622
Currency exchange differences .. ... e ' 5 .6 11
Balance as of December 31,2006 ... ... .. ...... S $32274 $32,763  $65,037

2005.
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The Internaticnal Equipment Business: reportable segment did not have goodwill at December 31, 2006 or




5. INTANGIBLE AND OTHER ASSETS, net B P N H

[n‘tangibl:e assets and other assets consisted df,‘the following at December 31:

T Lo N

. , - Esti ted - ST e !
SR : : . UsefulLife. . .,. , .

(In 'l’housands) . ’ : (in years) “2006 . 20057
Intanglble assets: ' . o o o ' - ,
Indefinite life trademarks ..................... N/A- $37.523  $30,465

. Definite life trademarks ...................... 20 —_ 6,800
Patents .........vveerrnreneenniananiiianns 1to17. ; 7,697 ...1,597
Customerbase ..........cccoveviiiiiiinan. 8 L., 3400 3400| -,
Developed technology .............. e peee 4 e 2,500, 2,500
Non-compete agreements . ............cooouan . 3. Le4aT . 1,647

Total intangible assets ...:...... . .c oo P . 52,767 © 46,409

Accumulated amortization:

o Trademarks .. .o.iivee fer i e e T e — '(2,097)|‘

o Patents .............. T N - o (730) w0t (262)l . P
Customer base” .. ......onuuuns e FUUE T ©(631) (206)I v
Developed technology ..... et w0 (927 (302) .
Non-compete agreements . . . . . e P T . (916) .- (366)

" “Total accumulated amortization .. ..............0...0 (3 ,204) - _(3,233)

[ntangible assets, Nt ... ...c..vrnrernenenenen.. .. i 49 563 43?1"76 '

. Otherassets ......... e e e o . 6,923 0 1,195

- Intangible and- other assets, net ... .. cocniiiione o e $56,486 7 $44,371

LTI R B, . . v i : o e _.’a ; TR
N »

In 2006, the Company purchased approxrmately $8.5 mllhon m mtangnble assets whose lives rangf between
10 years and perpetulty The amortization expense “which” is. included m cos[ ‘of sales’ and getireral and
admmrslranve expense; for the next five full succeedmg years is esumated al $2 3 mllhon $2 0 million, $1 5
million, $1.1 mnllnon and $1.1 mr]lron -

Lo . . T [ oA 7-,‘..~
. . "

During 2006 the Company determined that the 11fe of the Schwinn Lrademark was indefinite and)therefore
dlscontmued its amortization, Prior to 2006 the’ acqursmon ‘valiie'of the’ trademark was amortized over a penod of
twenty years. The ‘Company belleves the indefinite life is appropriate as the Schwmn product, lme COI‘IT.IIIIUBS to be
profitable and is expected to grow. The Company also evaluated the carrymg value of the trademark for
impairment and determined that no impairment exrsted at December 31, 2006 '

L. R Pk

6.ACCRUED LIABILITIES . . . y

- i

* Accrued liabilities in excess of five percent of total current llabllmes consisted of accrued- warranry expense ’
of $9 8 million and $10.2 million ‘at December 31, 2006 and 2005 respecnvely, and accrued "payroll of $8 S
million at December 31, 2005. - ' et ’

Wopet : BT RS PN P

7. LINE OF CREDIT AND LONG-TERM DEBT LT AR U

'In November 2005, the Company entered: into an:unsecured credlt agreemem with two domestic lendmg
institutions. In August 2006, the Company.amended its credit agreement. The agreement, as. ame.nded| provides
for a revolving credit facility for a maximum commitment of $65 million, inchides revolving loans,| letters of.
credit and swing loans, and expires on November 17, 2010. Under this credit facility, borrowings had interest
based at either the Prime Rate, Federal Funds Effective Rate or Eurodollar rates plus the applicable r'nargin for
either Base Rate Loans or Eurodollar Loans based upon'the Company’s consolidated leverage ratio. - [‘he credit
facility has a default rate of two percent in excess of the rate otherwise applicable and provides for a facrhty fee
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at the annual rate equal to the applicable Facility Fee Rate in effect on the payment date. The facility fee is based *
on the average daily total commitment amount in effect during the quarter and is payable quarterly. At
December 31, 2006, the outstanding balance under the facility was $47.5 million with a borrowing limit of
$65 million of which $13.5 million was available. The interest rate on the amount of borrowings outstanding at
December 31, 2006 ranged between 6.135% and 6.359%. The interest rates ranged between 5.025% and 5.275%
on the amount of borrowings outstanding at December 31, 2005. At December 31, 2006, the Company had $4.0
million in standby letters of credit prlmanly wnh Asian vendors which reduced the balance available under the
credit fac:lny

b
+

Under the terms of the credit facility, the Company could use proceeds for working capital and other general

corporate purposes, including acquisitions. The terms of the credit facility also allowed the use of funds for the .

repurchase of shares of the Company’s common stock in an aggregate amount not to exceed $30 million until the
fixed charge coverage ratio is equal to or greater than 1.20 to 1.00. The credit facility, as amended, contained
certain financial and non-financial covenants with which the Company was in compliance at December 31, 2006.

In February 2007, the Company paid off the outstanding balances under the $65 million facility described
above and entered into a new revolving credit agreement (the “New Facility”) with several financing institutions.
The New Facility ‘provides for an unsecured revolving credit facility to include revolving loans, a $10 million
swing line sub-facility, and a $25 million line of credit sub-facility, for a maximum commitment amount of $125
million with an option to increase the facility to $175 million. The New Facility expires on February 14, 2012
and ‘is intended for general corporate purposes workmg capntal requlremems and financing permitted
acqulsmons and share rcpurchascs

The New Fac:hty provides for either Base Rate or Eurodollar Rate loans with cach revolvmg loan in the
principal amount of $2.5 million or in increments of $0,5 million in excess thereof. It also allows for swing loans
in minimum amounts of $0.1 million subject to its sub-limit of $10.0 million for a duration of up to ten business
days, and letters of credit in the minimum amount of $0.1 million. Base rate revolving loans bear interest at the
higher of the Federal Funds rale plus 0.5% or the prime rate per annum; Eurodollar revolving loans bear interest
at the Eurodollar Rate plus a margm of from 0.75% to 1.5% per annum; Swing line loans bear interest at the Base

Rate minus a margin of from 1.15% to 1.9% per annum. The credit agreement includes a commitment fee of

from 0 75% to 3.0% per annum for the unused pomon of the commitment.

'I‘he New Fac:llty reqmres Pearl Izumn a wholly-owned subsu‘hary of the Company, to be a guarantor of the
credit facility; other domestic subsnd1anes may be required to become guarantors under certain circumstances.
The New Facility also contains certain financial and non-financial covenants which include a consolidated
leverage ratio, a consolidated asset _coverage ratio, and a requirement to maintain a minimum consohdated
Earmings Before Incomc Tax Depmcnauon and Amomzatlon (“EBITDA™).

In 2005, the Company issued a $1.5 milion non-interest bearing promissory note ($1.3 million, net of
imputed interest), payable in full in 2008, as part of the purchase price in the Belko Canada acquisition. During
2006, the Company reached an agreement with the noteholder to settle the entire amount of Lhe note and paid off
the remaining ba]ance of the note in August of 2006.

As part of the acquisition of Pearl 1zumi, the Company became obligated on two non-interest bearing notes

of $4.4 million and $0.9 million, net of imputed interest. The $4.4 million note required payments of $0.3 million
in February 2006, and $0.15 million per quarter beginning March 2007 through December 2016. The $0.9
million note required payments of $0.15 million per quaner begmnmg September 2005 through December 2006
and was pald off in January 2007. ~
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8. INCOME TAXES . R
s
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For the years'ended December 31, the'incon.:e (Io"s's) l?cforf; income taxes was as fol_lqw!s': T
(In Thousands) S - " 2006 2005 2004
United States ............... O L. $38,120 $35300 $43168
R T U PSP PRURTIUPIN L2549 (2479
TOMAL e et $40,669 $35293  $45,647-
f For the §ears' enided December 31, the income 1ax experise consisted of the following:
TR , . i ce . .
1 (In Thousands) . e ' . 2006 2005 . 2004 ° ¢
Current; o . N o . .
© Federal ...l el $11,841  $11,118  $13,495
State ......... PR U (2,156) 849 861
Foreign ....... e e RSO 1470 - . 763 446
" Totalcurrent ....... O e s Lo LLISS 12,730, 14,802
Deferred: T . e G S .

g Federal ....... A QA e S 1,040 (229) - 884
Stale . . e e CETTT R RR R T 3 (261) - 361. 48 -
ST PP (365,  (569) |. (72)

Total deferred . ... .............. BT 414 437 - | 860
" Total iNCOME (aX EXPENSC - . v v v v envenees SR . $11,569° $12,203  $15,662
. H ‘ £, Vg T ' e o i o ! . - . -
- ' The components of the net deferred tax liability ‘at December 31- were as follows: '
PR - - o { . i !
. (In Thousands) e S ot < 2006 + 2005
. Assets: AT T T cLt o -
Accrued liabilities ......... Lo, A LA v ‘%5785 '5]6808
Allowance for doubtful accounts ................ e 1,058 992
Inventory valuation -% ... ... 0.0 0L L N S - = - 990
“ Uniform capitalization ........... Lt 1Tas0 441
* Share-based compensation expense ... ..... el s T84 —
-Net operating loss carryforward .. ............. R N oo 180 399 -
Other .....cooveveveennn. P L. e C7220 =
) \ , . 9,735 .9,630
. Liabilities: , L C e -
Prepaid advertising . ................ U g e (1,764) (984)
Oher Prepaids . . . ..o . cvvevnnneeaaiiiaaaengoenanaeeeeeesee o (J72) ]850}
Basis difference on long-lived assets ............... DT " {17,259)  (16,990)
Undistributed earnings of foreign subsidiaries ...................... o (693) - | (61 -
L . P .+ (20488). (19,385)
Net deéferred tax liability ©. ... ....... 00, o..cob Bl T 8(10753) §(9,755)
T [ [ L . C . I . i —_— .y
.




sy Deferreditaxesare presented-in.the consolidated balance:sheet{as follows at December.31:¢d Hrur-, i mesbug

bt: 1(‘; -,i‘,"]w J"s'h rEC sl G wshisg boPisege ye e w0l mupae m 7amda I a5cnnn '-hmd \:m.
n.

L BARES ¥ AT o WY ER Y LA L TPLE nnw-'rm'- I o agibien £ 3000 v S .,.}"‘ —— 3401

ne Current defened fax asset:ije 0 & e : i .J(t; $;L5 722 $ 7,2‘§_53—,5¢;‘

SRR

‘ Non-current deferred(tax assets B R e e LI &?3170 T S FReve AL
‘ Non-currem deferred tax lnablhtles Cepee e P R EEE P (16 792)  (16,990) .
Net deferred tax llablll[y T e e e e T e e e e c$(l0'153):)“?”-'*(9’75—5):0,1"
5‘;'\'\'“'10 Yiiune d_ e} fur ‘1 sprrecesn Ty aed) ni,.i-y 10 oy L Tt g F{‘.{) r"’ 1)
" A reco)nmhat]on‘tof the U, S statutory federalhﬁ%:ome Jlax }gte wtth’{h'er‘Coih“"panmy sleffectwc income € tAx rate
lsszfs‘fo'l'loﬂs“mql I A T J!lbl’l aald HT (L BT G0 U2EN i nT T fevy I RO N A T :r:mq PIHNED by
O o BOOS berg #0070V A0 moillien FOT L e, a0 0 roitlim F.ﬁ)'t:i'.a 1 43'!4;( BIC YD
(ln Thousands) mcria e ounih !snw-n, i amuy of é by .‘i sndnisos(l 12006 122005 1522004 .+ 0
U:S. statutory income tax rate ............ L LRI . 350% 35.0% 35.0%
State tax,.net of federal benefit- . ... ....... -'.- e Tl .,-; w.] 9§ st 7.w&g] 2“F.
'T Nondeductlb]e mcenuve stoc‘l_c_op‘tlon etxpense - h " SRR
5% TaXberciit relited f6'0 8 ekport Saies. 47! % 2 Tt ”‘(612) i3 gt 0'5)> 03).

")'!.u»! oy - H . -~ ‘N
od OQuahf' ed domes‘ttc productlon actmty r.ieductaont :wrp hn: ‘:‘n‘m e LU "'(0 2)ﬁ (O 5y upt €398
6l T “'"’g]h"'*"f""m 7 LAl R0L ORI AW A R gurgils 0! -aviiisino 2 rs*‘mo9adi e haend

a Mimpac of forergﬂ"r‘é%ﬁlt’“"f’?‘. ;o sancir ! be o Al G ) oy s v iy s
¢ 'fp‘lﬁ’of{deduf(‘:uble operatlonal expenses” o O ) ; "0.5- 0‘4* gl ‘ol 30 0.
o bfa‘;{gg;(!ef‘l'l}’)?lﬁ{i rgst 1 S H LY 01 20 LU .".".“.".‘f‘.‘.“.“.’.’.'.33'.". fif’f .’.". i r(l l)”" 08)”‘”"':
ool 2noiaR dnd deveprHé”nt"c‘:‘r‘éan‘?‘F‘.“.".“. 102 LY s She g AU 0 g §y20 gy oighs 10
ai mCﬁa'n%e in deferred HaX ineaSITemEnt faie ¢ . aws I MALTIGHCT 10 L5 .”"1 "‘0‘ " ')"'0 gt BUINGHD
e T o Ih (A% CORtINGenCy Teng e 1AM SETL L. g aity uilim b M g 3)) "'*(1’0) "i09), ¢

2Hi%: TOhaT I UYE AL b 1D AR LTy alr snrle o5y ol ey oo (0 l)"‘U(O 6)' mozcnos

g lo rrr:,m'«i:ri..l'f:-vﬂi;;{ - ik ¢ Li:,'-{a' fana 3l e i T T LW Y dnnsmionsg o Vom0 s il o
e OB, 5%, 348%,,343%,,

2ot e | Effectwe tax rate, . 3. ‘
Tt f : e T e L B o nf'{“

The decrease in the effective tax rate in.2006 is primarily'due to a $3.8 million reduction of tax’ contmgency
reserves resulting: from determination that certain statutory penods for the assessment of addmonal state mcome
tax are now. closed. TR SN TR
danr iy t-mola'l. i ‘-*'wi",m L m Wb agmeko an dily Eatios L ddaawe .qs Lol

ZLhAL: December:31,:20063the Company.did not providefor: the:U!S» income . taxes:or: foreign withholding taxes

-
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. o

for o cumulatwe‘total jofr$2:53million’ of-.undlsmbuted income . from certain: non- U:S.. subsidiaries that, “willy be "

pennanently:remvested outS|de theiUnited: Statesthould the Company repatriate. forelgn earnings;ithe Company.“

would:have. 30\adjnstf.the,1ncome=taxfprovlsmnI in: the;pertodsmanagement‘deten‘mned that-the. Companytwould_

re-patriate eamingsgr  d: L Pt Bstnbifoanos speT O T Sl Lt Dot G BeomnsEg w0 debo .;ﬂu st

" 1 R - S T O .3 ) _—

For forelgn tax purposes, the Companyﬂhas approximately:$ 1:4.million in-npet,operating Joss, carryforwards
of which $0.8 million expire in fiscal 2012 and $0.6 million expire in fiscal 2013, if not utilized.

Syatifnia’#; . ‘i: ‘y
AT dwmidnisH ’ oot
9, STOCKHOLDERS”EQUITY A X
LA s T $4 1RU ML sk L : : ,
Commoﬂ Stock[ 13, lgﬁi“ o . T L ’1‘.“..:2"' . . , f ;}J,t, HL A Fh tq:nz:) U S N ulj

As of December 31, 2006 the Compgny ha'dTLIS‘O million authonzed thares of oion st‘o'(':kmt?oﬁpar value,

N e B - 7 A
of which, 3l 5 mllhon were issued arnd oulstandlln‘gf and 3.5 mll]lOl‘I shares were reserved for. futurehssuance for
exercise of stock .options and restncted stock (and)payment of awards' under share-based" compensatlon plans

During fiscal 2006, the Company patd'a quarterly Cash dmdend on its common stock of $0:40 per share.

oot g ; [ U T r-a:«

=

In*March 20035, the Company saBoard of Directors authorized the repurchase: of,up o $100'm11hon of the
Company s Common stoc;( in open: markgt trarfl!sa‘cnons at times and in such amounts as management deems
appropnate dependmg o, market conditions and other factors.' The’ authonzanon explreston Mareh 31, +3008

T o S Soeer S . ‘ s
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Ll 3 | |

information becomes. known may change our estimates: 51gn1ﬂcant1y A slgntf'loantlchange 1n our: efstlmates or.4
result that-matenially: differs fromrouriestimatés, couldihave a significant imipact on:ouT financial: positicnfresults

of operations andcash flows. . . [T N ,_,:,..a._sm:).:l
RN mm :

»

ln»NovembeVrﬂOOS,“thetCompany proceeded to trial in’ Salt Take" Crty, _Utah in: af*'case ﬁled’by ICON
Health & Fttngss “ne: (“ICON”) claiming false advertising 1nvolvmg the'Company’s advertising Eknld“promotlon
going back 10, 1987, for certain’ elements ‘of its Bowflex"home'’ gyms and claiming’ trademark’ rnfnngement for the
name placed'l,ydﬂn al treadmrll belt, sold m 2002. On November’ 15/ 2005 the jury-returned:a: verdltlet‘ gn favor of
ICON'in. theaamgunt of $7 8 mllhon Wthh the Court’ subsequently 1nereased 10-$8:1 million: By an order.dated
April 21; 2006 the Coun refused Ato xmodlfy thit: amount of the’ jury “verdict: The:Company has ﬁ]gd.a notice of
appeal of this Judgment and has' posted the fecessary bond with. the Court for the-appeal. The Company, based on

discussion. W]tl'l'ltS legal. counsel, believes the verdict is. mconsrstent ‘with theilaw/and the: ewdencelpresented at

of loss is neither, probable nor 1s the amount 'of potenttal loss estimable. Therefore, no acerual has jbeen:recorded

: Bl InG e e TR LW AL t"i“ih., FAFECATH R TRy
by the Company. ] “siape g i w.t g } e

bl TERRTV 3 EAB LBl f:m*';;l lring g oo ol PORNNIE i e ) }‘h Sarti 1n .1 S8 ot Lol iy ipHIRSE BA
upaln; December 2002, the. Companytﬂled suit against ICON, injthe- Federal District, Court,,Westem District,of

Washmgton (the ,DlsmctiCourt”)qallegmg,[mfnngemem,byﬁICON)of 1the,Company 'S Bowflex patentsland

............

...........

to the,Umted States‘LCourt of Appealsifor theerderal C1rcu1t (the),“Appeals Court”) and m November 2003 the
Appeals Court; oven}xledgthethsmct- Court; and*rernstated the Epatent mfrmgement c:lalrns In May. 2005,,the
- District, Court agam,dtsmrssed the; patentlmfnngement;case agarnst] ICON.;The ! Company appealed thts case;to
the Appeals Court jwhtch 1s§ueid an, order in August 2006, afﬁrmmg the ruhng of,the, Drstnct Cour1 dtsmtssmg the
N _,L Fa Ll [ s
patent 1nfrmgement g:a%e e J"_; ”:‘u : vr“ Hal R Ty R .,t,mﬁfkw Myt q‘ Sh st WS AR 190
R i H,.w_, BEDET RN § g n‘,{.}_\
aty 11 In JuIy 2003 the Dlsmet Court ruledJm favor of the -Company o rnotton for prehmmammjuncnon -on the
issue-. of Trademark. 1nfrmgement and entered an, order bamng CON, from using; the trademark CrossBow .on.any

arere s mng b retd e S

exercrse equrpme‘ht llpﬁlts rulmg, ) the DlStl‘lCl Court eoncluded that the Company showed “a jprobalnhty‘ of success
+

on the ments and meparable tmjurymon s} trademark mfnngement clanm Jn;August 2003\ the Appeals Court

granted (ICON a terdfporary stay regarding t the motton fora prehmmary{m]unctlon, which; njomed I(“ON from using

...... /.—

. the trademark “CrossBow ** This stay allowed: ICON topontmue using L the t:rademark CrossBow” unnl a decrston
was 1ssued by the Appeals Court.In June 2004, the Appeals Court’ issued its de01s1on upholdmg the'i 1ssuance of an
1nJuncno‘n and preventtng ICON- fromtsellmgtexermse eguipment vusing.thé trademark {CrossBow? pendmg triaf on
the trademark tssue_ Thtlrft g}gtter s gurrently ‘pending before the-federal court in- Seattle CIMEL: x‘J‘J"!: -uf,\ “'1.1)" AT

[ SR L} VS b 41«'-.‘ . r’,
10} _«Theé:Company, and. ICON:have beeniin. settlementtdrseussmns to. resolve all outstandmg l1t|ganon'whtch if
successful, will'resultlin.a dismissal,of alliclaims between the!parties; If. settlement discussions;diinot: resultiin.an
- 'facceptable.agreement::.theiCompany willx pursuettts*remammg‘tclalms forttrademarkunfnnéement and;wrll
i ‘proceed to:trial"of this matter.in: federal court:in Seattle Washmgton N “' “ A mnt; oIy l. AT PREIC A | [T
T m e Mt sades Lar b weae e s e 'f S AT 1 [N
>+ InOctober 2006, the; Company ; ﬁled a complamt m the Supenor Cotnt for: Clark. County, Washrngton

*lagarnst Gately s LLC: seekmg damages mlthe amount of $5.1 million plus mterest attorney s~f<*es and "costs, for

s ’collectton Of outstandmg ACCOUItS recetvable f(ﬁy ilrolluctfplrréhased by Gately q""T]'ns case'ha been"dlsmtssed
and reﬁled by’ the Company istateCourt inBonlder County,lCOlorado It is"Corrently beinig lmglated andis-in the
early stagesLof dtseoveryl Tititse answerltofthe‘complathGately $*Has "asserted { defernses | 0° ® paymigrit>and

- Conterclaims: against-Nautilusifan unspecrﬁed’amount weasst ot na) exn! Tenimanng 9l biw. b nudd bud
1AT ru’e'nne:: anityions o eogasdy en Bodesti o5 eboitey inaupaedes an by sl anfon s sutos bos

"\_ n19ln. dddition’to theymattérs déscribed: abovéifromitime’to. time the Compairiy ;isisubject toilitigation;sclaims

and assessmentstthattanSeun‘the ordmary course’ oftbusmess uncludmg dlsputes that ‘may arise from mtel]ectual

ok property relatedtmatters'"Many ‘of ourtlegal‘matters are coveredlm wholé! of, inupart:byii msurance 4Management

cr ;tbeheves that, any;habthtytresultm‘g from slxch matters wille not- have a‘material? adverse.effect ori: the Company s

 financial position, results:of] operattons a}féé’gh flowsf‘mf‘?*:} % telfmr Jn‘:‘rr‘tsg‘f Vv‘“x?n.ﬂ., t‘::*.ﬁif,*“' sl
A

con i sl M,

54

trial. Further; the Company bel:eves that the evidénce does not support the damage award and thuslthe likelihood "
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15. ACQUISITIONS

The Company’s growth-strategy includes acquisitions of businesses located in markets with significant
growth opportunities. Acquisitions are accounted for under the purchase method of accounting. The results of
operations of the acquired businesses have been mcluded in the Company s consolidated financial statements
from Lhelr respecnve acqmsmon dates.

s il

In 2005, the Company acqmred DashAmerica, Inc d/b/a Pearl Izumi USA (“Pearl lzumi”) for
approximately $70.0 million including acquisition costs, net of cash acquired, plus $5.3 million in assumed debt,
and substantially all of the assets and certain liabilities of the Company’s Canadian distributor, Belko Canada, for
approximately $5.3 million, including $1.6 million in other long-term liabilities, net of cash acquired. Pearl Izumi
was acquired to enhance the Compariy’s product portfolio by offering high quality branded fitness apparel and
footwear. The Company’s acquisition of Betko Canada, which served as the exclusive Canadian distributor since
1996 and which was renamed to Nautilus Fitness Canada, strengthened the Company’s direct to consumer sales
channel in Canada, |

’I‘he purchase pnces have been allocated to the identified intangible assets and tangible assets acqu1red and
liabilities assumed based on their estimated fair values at the dates of acquisition, with any residual amounts
allocated to goodwill. The purchase price allocations are considered preliminary until the Company is no longer
waiting for information that it has'arranged to obtain and that is known to be available or obtainable. Although
the time required to obtain the necessary information will vary with circumstances specific to.an individual
acquisition, the “allocation period™ for finalizing purchase price allocations does not exceed one year from the
consummation of a business combination. In 2006, the Company completed a review of the income tax basis of
the assets acquired and liabilities assumed in the acquisitions completed in 2005, Based on the Company’s
review, the i income tax basis of the liabilities assumed was revised and is greater than the amount the Company
initially recorded. As a result, the Company recorded a net increase of $0.6 million to gooclwnll and a
corresponding increase to deferred income tax labilities; there was no impact on the Company’ s income
statements for the years ended December 31, 2006 or 2005,

A summaxy‘of the purchase price atlocations for acquisitions consummated in 2005 is as follows:

Tradereceivables ........ ...t e $ 7,855
Inventories ..... R R 11,928
Prepaid and other current assets . . ...... ... ... ittt 4,765
Property, plant and equlpment .......................................... ) 1,835
Tradename .............:. e i e, e 20,000
Customerbase .....................c.c..t. e 3,400
Developed technology ~..... e e 2,500
In process.research and development .. .. ..........o..ieeneiniiinnin.... 250
" Otherassets .:....., P 0 2 : 55
Goodwill .............. chaeah PPTOUUIU Lol 32,135
Cutrent liabilities ,......... e e e et e, (3,537)
Long-term deferred tax liabilities .. ............................ P (5,922)
[nng—termdebt e i e e e e e (5,263)
Total acquisition cost e e e R $70,001

H

'Ihc Company dld not consummate any acqmsmons in fiscal 2006.

" '.'.-
L

16 SUBSEQUENT EVENT - °~ o

. On February 1; 2007 Nautllus Inc. emered into purchase option agreements lo acquire substantially all of
the assets- of its manufactunng partner, Land America Health and Fitness Co., LTD, an enterprise organized
under the laws of the Peoples Republic of China, and a related trading company, Treuriver Investments Limited,
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an enterprise organized under the laws of the British Virgin Islands. The Company will pay a n(‘m"r'cfundaﬁle SiX
million dollar option fee that will be applied to the purchase price if the option is exercised and.the assct purchase
is completed. The purchase options are exercisable through June 30, 2007 to, allow the Company time to
complete necessary due diligence. The purchase option, agreements ‘also pr0v1de for. rebates on products
purchased from the selters for the period of January 1, 2006 to June, 30, 2007, which will continde lhrough
December 31, 2007 upon exercise of the purchase option. The total purchase price for the assets is approximately
$72 million in cash and stock, adjusted for the amounts of fixed assetstand .inventory held on the closmg date,’
with an anticipated closing date of December 31, 2007. : Loa

17. SUPPLEMENTARY INFORMATION—QUARTERLY RESULTS ( dF OP‘ERATIGNS (unlm dited) '

The following table summarizes Company’s unaudited quarteriy financial data for the past two y-’ars ended

December 31: . - e
. R QUARTER ENDED
(In Thousands except per share) - March 31 June 30 September 30 - December 31 ¢, - Total
2006: _ o - T , -
Netsales ............... R R ERRRTES $184,990 $137,613  $159,583 $198,|09__"'$.680,295
Grossprofit .............. P 179312 60,591 72,090 86,609 | 298,602
Operating income ....... [P S ‘8,661 1,589 ‘11,145 . 19,684 41,079
Netincome ......... SRR 5201 1671 9376 - 13852 | 29,100
Earnings per share: ' ' ‘ S T ‘
Basic ........... PP AR Co016 0 005 T 020 U 041 0.90
Diluted ........... IR 016 005 029" 04 0.90
2005: o B o *
NEUSALES v e e s e e e a e $156,388 $129.581 $163.308  ~$182,033 ) $631,3i0
GROSS PIOTIL <+« e e et eee e 76,773 58,054  72,286°*7 ‘T1,701'| ‘278,814
Operatingincome ..............ceienenenn. 14,138 3.802 1246t | 3,403 5 33.804
NELINCOIME « vt ee e et ettt et e eeeernen 9.429 3,330 8271 1,970 23,000
Earnings per share: ) . . o
BASIC .« v neen et 0.28 010 025 0.06 0.69
I B 028 0.10 024 0.06. 0.68

T, LM

Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Di:séloé'ui'e.

None.

-
-

Item 9A. Controls and Procedures T .

MANAGEMENT REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING '

T

.t

Dqsclosure Controls and Procedures

As of December 31, 2006, we conducted an evaluation under the supervision and.with the participation of
our management, including our Chief Executive Officer and Chief Financial Officer, of the effectivéness of the
dcsngn and operation of our disclosure controls and procedures. The term “disclosure controls .and p:rocedurcs
as defined in Rules 13a-15(¢) and 15d-15(e) under the Securities and Exchange Act of 1934, as amended
(“Exchange Act”) means controls and other procedures of a company that are designed . to :ensurc that
information required to be disclosed by the company in the reports it files or submits under the Exchange Act is
recorded, processed, summarized and reported, within the time'periods specified‘in the SEC’s rules and forms.
Disclosure controls and procedures include, without limitation,controls ‘and-procedures designed to ensure that
information required to be disclosed by a company in the reports that'it files or. submits under-the Exchange Act
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is accumulated and communicated to the company’s management, including its principal executive and principal
financial officers, or persons performing similar functions, as appropriate, to allow timely decisions regarding
required disclosure. Based on this evaluation, our Chief Executive Officer and Chief Financial Officer concluded
‘as of December 31, 2006 that our disclosure contmls and procedures were effective.

Mdnagemem’s Report On Intemal Control Over F. t'nancl'al Repom'ug

‘ Management is responsrble for establishing and mamtalmng adequate internal control over financial
reporting as defined in Rule 13a-15(f) under the Exchange Act. This rule defines internal control over financial
reporting as a process desrgned by, or under the supervision of, the Company's Chief Executive Officer and
Chief Financial Officer, to provide reasonable assurance regarding the reliability of financial reporting and the
preparation of financial statements for external purposes in accordance with U.S. GAAP. Our internal control
over financial reportmg mcludes those pollcu:s and procedures that:

« " Pertain to- the mamtenance of records. that, in reasonable detail, accurately and fairty reﬂect the
transactions and dlsposmons of the assets of the Company.

* Provide reasonable assurance that transactions .are recorded as pecessary to permlt preparation of
* _financial statements in accordance with U.S. GAAP, and that receipts and expenditures of the Company
are being made only -in accordance wnh authorizations of management and directors of the

: Company, and - A

*" " Provide reasonable ‘assurance regardmg preventlon or tlmely detection of unauthonzed acqulsmon use

or dlsposmon of the Company’s assets that could have 2 material effect on the financial statemnents.

Because of its inherent limitations, internal control over financial repomng may not prevent or detect
- misstatements. In addition, projections of any evaluation of effectiveness to future periods are subject to the nsk
that controls, may become’ inadequate because of changes in condmons or that the degree of compliance with the
policies or procedures may deteriorate. :

Wlth the pamelpauon of the Chlef Execunve Ofﬁcer and the Chlef Fmancral Ofﬁcer our management
conducted an evaluation of the effectweness of our internal control over financial reporting based on the criteria
establlshed in Internal Control—Integrated F ramework issued by the Committee of Sponsoring Organizations of
the: Treadway ‘Commission. Based on this eva]uatlon our management has concluded that our internal control
over financial reportmg was effectwe as of December 31; 2006.

i Management 8 assessment of the effectiveness of the Company s internal control over financial reooning as
of December 31, 2006 has been audited by Delome & Touche LLP our mdependent reglstered public accountmg
firm. Its report appears below in Item 9A .

Remedmnon of Prior Year Material Weakness

As previously disclosed in our Form 10-K for the year ended December 31 2005 our management
concluded that our internal control over financial reporting was not effective as of December 3l 2005 as the
result of the following material weaknesses: - :

e Management determined that the controls for testing of and training for the enterprise resource planning

. .* . (“ERP") system which was implemented in the. fourth- quarter of 2005 for the commercial, retail and

ot .~ specialty channels dld not operate effectively. This failure resulted in material audit adjustmems to net
t:necr sales and cost of sales in the 2005 consohdated financial statements.

»  Management also detenmned that efforts to mitigate the impact of madequate ERP tesung and tralmng

“resulted in insufficient fesources bemg devoted to controls over analyzing and recordmg conungencnes -
. Accordingly, such controls falled to operate effectwely, resultmg in material audit adjusunents to the

2005 consolidated financial statements:

57




We have implemented and will continue to “implément changes to our processes to improve our internal
control over financial reporting. The fol]owmg sleps have been taken to remedlalc the conditions Ieadmg to the
above stated material weaknesses: ‘ :

Remediation Efforts on the Internal Controls Surmundmg the ERP Implementation

* System users received additional training on the cffectlve and cfficient use ()f thc system to ensure data
accuracy. ! :

Remediation Efforts on the Internal Controls Surrounding Analyzing gﬁd Recarding: Contingencies

»  Additional ‘level of review has been implemented-requiring all significant ‘accounting ]estimales be
reviewed by the Corporate Controller and the Chief Financial Ofﬁcer on a mornthly basis, at|1d

= The Company increased staffing levels in fiscal 2006 and reorganlzcd the finance and accountmg
functions placing emphasis on financial reporting and accounting. . . -

f H

Finally, as part of our momtormg effort of the Company’s internal conlro] environment, we have reported
on the progress and status of the above remediation actions to the Audit Committee of the Board of Directors.

. Based on our testing of these enhanced procedures and increased staffing levels, n'_lanagemcnlt determined
that, as of December 31, 2006, we have remediated the material’ weaknesses in internal control over financial
reporting as disclosed in the Annual Report on Form 10-K for December 31, 2005.

Our management, including our Chief Execuiive Officer and our Chief Financial Officer, does not expect
that our disclosure controls and procedures or our internal control over financial reporting are or will be capable
of preventing or detecting all errors or all fraud. ‘Any control system, no matter how ‘well designed a'nd operated,
can provide only reasonable, not absolute, assurance that thc control system’s objectives will be met. The design
of a control system must reflect the fact that there are resource constraints, and the benefits of contyols must be
considered relative to their costs. Further, because of the inherent limitations in all control systems, no evaluatlon
of controls can provide abqolule assurance that misstatements, due to error or fraud WI“ not occdr or that all
control.issues and instances of fraud, if any, within the company have beén detected. These inherent limitations,
include the realities that judgments.in decision- -making can be faulty and that breakdowns may occur because of
simple error or mistake. Controls can also be circumvented by the individual acts of some persons, by collusion
of two or more people, or by management override of controls. The design of any system of contro], is based in
part on certain assumptions about the llkehhood ‘of future events, and there can be no assurance that any design
will succeed in achieving its stated goals under all potential future condmons Prolecuons of any evaluation of
controls effectiveness to future periods are subject to risk.

Changes In Internal Control Over Financial Repomng

.

There were no changes in internal control over fmancnal rcporting dunng the f()urth quarter of fiscal 2006.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
To the Board of Directors and Shareholders of : , IR , d .
Nautilus, Inc.
Vancouver, Washington R

We have audited management’s assessment, included in the accompanying “Management Report on Internal

Control Over Financial Reporting,” that Nautilus, Inc. and subsidiaries (the “Company”) maintained ¢ffective
internal control over financial reporting as of December 31, 2006, based on the criteria established in Internal
Control—Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway

Commission. The Company’s management is responsible for maintaining effective internal control over financial -
reporting and for its assessment of the effectiveness of internal control over financial reporting. Our

responsibility is to express an opinion on management’s assessment and an opinion on the effectiveness of the
Company's internal control over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether effective internal control over financial reporting was maintained in all material respects. Our
audit included obtaining an understanding of internal control over financial reporting, evaluating management’s
assessment, testing and evaluating the design and operating effectiveness of internal control, and performing such
other procedures as we considered necessary in the c1rcumsl.ances We believe that our audit provides a
reasonable basis for our opinions.

A company’s internal control over financial reporting is a process designed by, or under the supervision of,
the company’s principal executive and principal financial officers, or persons performing similar functions, and
effected by the company’s board of directors, management, and other personnel to provide reasonable assurance

regarding the reliability of financial reporting and the preparation of financial statements for external purposes in’
accordance with generally accepted accounting principles. A company’s internal control over financial reporting
includes those policies and procedures ‘that (1) pertain to the maintenance of records that, in reasonable detail,:

accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasonable
assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance
with generally accepted accounting principles, and that receipts and expenditures of the company are being made
only in accordance with authorizations of management and directors of the company; and (3) provide reasonable

assurance tegarding prevention or timely detection of unauthorized acquisition, use, or disposition of the

company’s assets that could have a material effect on the financial statements.

Because of the inherent limitations of internal control over financial reporting, including the possibility of
collusion or improper management override of controls, material misstatements due to error or fraud may not be
prevented or detected on a timely basis. Also, projections of any evaluation of the effectiveness of the internal
control over financial reporting to future periods are subject to the risk that the controls may become inadequate
because of changes in conditions, or that the degree of compliance with the pohcnes or procedures may
deteriorate. ' .

In our opinion, management’s assessment that the Company maintained.effec_tive internal control over
financial reporting as of December 31, 2006, is fairly stated, in all material respects, based on the criteria
established in Internal Control—Integrated Framework issued by the Committee of:Sponsoring Organizations of
the Treadway Commission. Also in our opinion, the Company maintained, in all material respects, effective

internal control over financial reporting as of December 31, 2006, based on the criteria established in /nternal

Control—Integrated Framework issued by the Committee of Sponsonng Orgamzanons of lhe Treadway
Commission.
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We have also auditéd, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), the consolidated financial statements as of and for the year ended December 31, 2006 of the
Company and our report dated March 15, 2007 expressed an unqualified opinion‘on those financial statements.

DELOITTE & TOUCHE LLP

Portland, Oregon
March 185, 2007




Item 9B. Other Information

None.

PART III

Item 10. Directors, Executive Officers and Corporate Governance

The information required by this item is included under the captions Election of Directors, Section 16(a)
Beneficial Ownership Reporting Compliance, Executive Officers and Information Concerning the Board of
Directors in the Company’s Proxy Statement for 1ts 2007 Annual Meeting of Shareholders and is incorporated
herein by reference .
Item 11. Executive Compensation

The information requnred by this item is included under the caption Executive Compensation in the
Company’s Proxy Statement for its 2007 Annual Meeting of Shareholders and is incorporated herem by
reference

Item 12, Secul"ity Ownership.of Certain Beneficial Owners and Management and Related Stockholder
Matters

The information required by this item is included under the caption Stock Ownership in the Company’s
Proxy Statement for its 2007 Annual Meeting of Stockholders and is incorporated herein by reference.

Item 13. Certain Relationships and Related Transactions, and Director Independence

The information required by this item is included under the caption Information Concerning the Board of
Directors in the Company’s Proxy Statement for its 2007 Annual Meeting of Shareholders and is incorporated
herein by reference.

Item 14. Principal Accountant Fees and Services

The information required by this item is included under the caption Appointment of Registered Independent
Public Accounting Firm for 2007 in the Company's Proxy Statement for its 2007 Annual Meeting of
Shareholders and is incorporated herein by reference.
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PART IV L.

Item 15. Exhibits and Financial Statement Schedules : "

(a)(1)  Financial Statements o
See the Consolidated Financial Statements in Item 8. *

(a)2) - Financial Statement Schedule . . . SR "

- There are ho ﬁnancwl statement schedules filed as parf of [hlS annual report,

required information is included in the consolidated financial statéments, inctuding, the notes
thereto, or the circumstances requiring inclusion of such schedules are not present.

(2)(3)  Exhibit Index _ .

_See the Exhibit Index begmmng on page 64 for a dcscnpnon of the documems th‘I
as Exhibits to thls Annual Report on Form 10- K or mcorporated hcrem by reference 1

-
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant.
has duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

Date: March 15, 2007 NAUTILUS, INC,

By: Is/ GREGGORY C. HAMI\:IANN

Greggory C. Hammann,
Chairman, Chief Executive Officer and President
{Principal Executive Officer)

Pursuant to the requirements éf the Securities Exchange Act of 1934, this report has been signed below by
the following persons on behalf of the registrant and in the capacities indicated on March 15, 2007.

Slg;mture Title'
/s/ GREGGORY C. HAMMANN Chairman, Chief Executive Officer and President
Greggory C. Hammann {Principal Executive Officer)
/st WiLLIAM D, MEADOWCROFT " Chief Financial Officer, Treasurer and Secretary

William D, Meadowcroft - . {Principal Financial Officer)

* . Director
Peter A. Allen
* ’ Director
Ronald P. Badie

* Director -

Robert S. Falcone

* - . Director ,
Frederick T. Hull

* | Director
" Donald W. Keeble

! ’ * : Director
Paul F. Little ' . S
* Director
Diane L. Neal
* ) Director
Marvin G. Siegert
*By: /s/ WiLLiaM D. MEADOWCROFT March 15, 2007 ‘
: William D. Meadowcroft

Attorney-in-Fact
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Exhibit No.

2.1

3.1
3.2
33

34
35

3.6

10.1*

10.2*

10.3*

10.5*
10.6*

10.7*

10.8*

~ September 30, 2006, as filed with the Commission on November 9, 2006.

EXHIBIT INDEX

- Description

Agreement and Plan of Mcrger dated as of June 17, 2005, by and among theCompany,
DashAmerica, Inc. d/b/a Pearl Izumi USA, PI Acquisition Company, Inc, and DAI Escrow
Holdings — Incorporated by reference to Exhibit 2.1 of the Company s Form 8- K, as filed with the
Commlssmn on July 13, 2005.

Amoles of Incorporation, as Amended — Incorporated by reference to Exhibits 3.1,{3.2 and 3.3 of
the Company’s Registration Statement on Form S-1, as filed with the Commission on March 3,
1999, '

Amendment to Articles of Incorporation — Incorporated by reference to Exhibit 3 to the
Company’s Quarterly Report on Form 10-Q for the three months ‘ended June 30,2000, as filed
with the Commission on August 10, 2000. o :

Amendment to Articles- of Incorporation - Incorporated by reference to Exhibit 3.1 to the

* Company’s Quarterly Report on Form 10-Q for the three momhs ended June 30,(2002, as filed

with the Commission on August 14, 2002.

Amendment to Articles of Incorporation — Incorporated by reference 10 Exh1l)1t 3.1 to the
Company’s Current Report on Form 8-K, as filed with the Commlssmn on March 14 2005.

Amended and Restated Bylaws — Incorporated by reference to Exhlblt 3.1 of the Company’s
Current Report on Form 8-K, as filed with the Commission on April 5, 2005.

Amendment to Amended and Restated Bylaws of the Company - Incorporated by reference to
Exhibit 3.1 the Company’s Current Report on Form 8-K, as filed with the Commission on January
31, 2007.

Company Stock Option Plan, as amendcd — Incorporated by reference to Exhibit 10.1 to the
Company’s Registration Statement on Form S-1, as filed with the Commission on March 3, 1999,

Amendment to Company Stock Option Plan — Incorporated by reference to Exhibit 10 to the

"Company’s Quarterly Report on Form 10-Q for the throc months ended June 30, {2000, as filed

with the Commission on August 10, 2000.
Company 2005 Long-Term Incentive Plan — Incorporated by reference to Exl{iblit 10.1 of the

: Company’s Current Report on Form 8-K, as filed with the Commission on June 10, :2005.

104% "

First Amendment to the Company 2005 Long-Term Incentive Plan - Incorporated by reference to
Exhibit 10.2 to the Company’s Quarterly Report on Form 10-Q for the three 'months ended

Form of Employee Incentive Stock Option Agreement under the Company Stock Option Plan -
Incorporated by reference to Exhibit 10.3 to the Company’s Annual Report on Forrn 10-K for the
year ended December 31, 2004, as filed with the Commission on March 16, 2005.

Form of Nonstatutory Stock Option Agreement under the Company Stock Optlon Plan -

. Incorporated by reference to Exhibit 10.4 to the Company's Annual Report on Forta 10-K for the

year ended December 31, 2004, as filed with the Commission on March 16, 2005.

Form of Nonstatutory Stock Option Agreement - Incorporated by reference to' Exhibit 10 of the
Company's Current Report on Form 8-K, as filed with the Commission on July 29, 7005, .

~ Form of Non-Employee Dlrector Nonstatutory Stock Option Agreement — Inzorporated by

reference to Exhibit 10 of the Company s Current Report on Form 8-K, as filed with the
Commission on August 19, 2005.

64




Exhibit No.
10.9*

10.10%

¥

10.11%

oz

0.3

10.14%,

10.15*
o,

10.16%
10.1'ff
10.18*
10.19%
10.20*

10.21%

oz,

+10.23%

P OReH

'10.24

ool

Ay g7,

Description

First Amendment to Nonstatutory Stock Option Agreement, dated December 31, 2005, by and
between the Company and Greggory C. Hammann - Incorporated by reference to Exhibit 10,1 of
the Company’s Form.8-K, as filed with the Commission on January 5, 2006.

Executive Employment Agreement, dated January 29, 2004, by and between the Company and
Timothy Hawkins — Incorporated by reference to Exhibit 10.11 to the Company’s Annual Report
on Form 10-K for the year ended December 31, 2004, as filed with the Commission on March 16,
2005.

Executive Employment Agreement dated January l4 2004, by and between the Company and
Darryl Thomas — Incorporated by reference to Exhibit 10.14 to the Company's Annual Report on
Form 10-K for the year ended December 31, 2004 as filed with the Commission on March 16,
2005. el .

Executive Employment Agreement dated March 31 2005, by and between the: : Company and
William D. Meadowcroft — Incorporated by reference to Exhibit 99.2 to the Company s amended
Current Report on Form 8- KIA as filed with the Commission on April 6, 2005, |

" Executive Employment Agreement dated June 30, 2005, by and between the _Company and

Juergen Eckmann - Incorporated by reference to Exhibit 10.22 to the Company’s Annual Report
on Form 10-K for the year ended December 31, 2005, as filed with the Commlssmn on March 16,
w2006, -, ¢ “

Annual Base 'Salary of William D. Meadowcroft'— Incorporated by reference to the Company’s
Current Report on Form 8-K, as filed with the Commission on November 3, 2005.

Amended and Restated Executive Emp]oyment Agreement dated December 1, 2005, by and
between the Company and Greggory C. Hammann — Incorporated by reference to Exhibit 99.1 to
the Company s Current Report on Foim 8-K; as filed with the Commission on December 7, 2005,

2006 Equlty Compensatlon of Executive Officers - Incorporated by reference to the Company 8
Current Report on Form 8-K, as filed with the Commission on February 2, 2006. i

2007 Compensatlon of Executive Officers - Incorporated by reference to the Company’s Current
Report on Form 8-K, as filed with the Commlssron on January 31, 2007.

2005 Non-Employee Director Compensatlon - Incorporated by reference to the Company ]
Current Report on Form 8-K, as filed with the Commission on June 10, 2005..

Amendment to Compensation Package for Non-employee Directors — Incorporated by reference to
the Company’s Form 8-K, as ﬁled with the Commission on May 12, 2006.

Summary of 2006 Bonus Plan - Incorporated by reference to the Company s Current Report on
Form 8-K, as'filed wrth the Commlssmn on February 2, 2006. '

Performance Unit Agreement, dated December 1, 2005, by and between the Company and
Greggory C. Hammann - Incofporated by reference to Exhibit 99.2 to the Company’s Current
Report on "Form 8-K, as filed with the Commission on December 7, 2005. . .-

Form of Performance Unit’ Agreement - Incorporated by reference to, Exhibit 10.3 to the
Company’s Quarterly Report on Form 10-Q for the three months ended June 30, 2006, as filed
with the Commrssron on August 9, 2006. .

) Summary of Perfonnance Unit Award - Incorporated by reference to Exhibit 10.1 to the

Company’ s Quarterly Report on Forin 10-Q for the three months ended September 30,.2006, as
filed with the Commission on November 9, 2006 D

Trademark License Agreement dated September 20, 2001, by and between Pac1ﬁc Direct, LLC
and the Company - Incorporated by reference to Exhibit 2.1 of the Company’s Quarterly Report
on Form 10-Q for.the three months ended September 30, 2001, as filed with the Commission on
November 14, 2001.
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Exhibit No.

- 10.23

'110.26

1032
10.33
10.34

! L
L1035

10.36

- 10.37

21

Description

License Agreement, dated Apnl 26, 1999, as amended, between the Company and
£ Incorporated by reference to Exhibit :10.10 to the Company’s Annual Report on

Gary D. Ptaget
Form 10-K for

the year ended December 31, 2003, as fited with the Commission on March 15, 2004.

?Lease Agreement, dated November 23, 2004, between Coluinbia Tech Center
Incorporated by reference to Exhlbtt 99.1 of the Company’s Form 8- h, as filed with

Company —
‘the Commlss:on on November 30 2004,

Thll‘d Amended and Restated Merehant Agreement; -dated January 17 2005,
Company and Househo]d Bank (SB), N.A. — Incorporated by reference to Exhi
Company’s Form' 8-K, as filed wrth {the Commission on January 21, 2005 '

LLC and’the

between the
btt 10.1 of the

Revolving Credu Agreement with Addendum, dated June 27, 2002 by and betweeln the Company

and U.S. Bank Nattonal Association — Incorporated by reference to Exhibit 10.1 to
Quarterly Report on Form 10-Q for_the three months ‘ended June 30, 2002, as
‘Commission on August 14, 2002.

. Demand Maqter Promissory Note, dated August 17, 2005, by and between the
KeyBiank National Association - Incorporated by reference to Exhibit 10 of the Cc
8-K, as filed with the Commission on August 23, 2005 .

Credit Agreement, dated November 18, 2005, by and among the Company, Key
Association, and U.S. Bank National Association - Incorporated by reference to E

the Company’s
filed with the

Company and
ympany’s Form

Bank National
xhibit 10.13 to

the Company’s Annual Report on Form 10-K for the year ended December 31, 2005 as filed with

the Commrssron on March ]6 2006

First Amendmem Agreement dated March 10, 2006, wrth KeyBank Nattonal Association, and us

Bank National Association - Incorporated by reference to Exhibit 10.28 to the Com)

Report on Form 10-K for the year ended December 31, 2005, as filed with the (
March 16,2006. ' -

Credit Agreement, dated October 30, 2006, between the Company and Bank of A1
lender - Incorporated by reference to Exhibit 10.1 to the Company’s Current Repoz
as filed with the Commlssmn on November 3, 2006.

First Amendment Agreement dated January 29, 2007, with Bank of Amenca N.A

1pany’s Annual
“ommtssron on

nerica N.A., as
t on Form 8- K,

- Incorporated

by reference to the Company s Current Report on Fonn 8- K as filed with the Commission on

January 31, 2007,

: §
Credit Agreement, dated February 14, 2007 by and among the Company and B¢Imk of America
N.A., the lead agent - Incorporated by reference to Exhibit 10.1 the Company’s Current Report on

Form 8-K, as filed with the Commission on February 20, 2007.

Land America

Supp]y Agreement dated June 30, 2006, wrth Action Fast Associates Limited,

Health and Fitness Co., LTD, and Xiamen World Gear Sporting Goods, LTD:. [Confidential
treatment has been requested for certain portions of this exhibit.] - Incorporated by referénce to
Exhibit 10.2' to the Company’s Quarterly Report on Form 10-Q for the three moriths ended June

30, 2006, as filed with the Commission on‘August 9 2006.

Purchase Option Agreement, dated January 31, 2007, by and between the Company and Treuriver

Investments Limited. [Confidential treatment has been requested for certarn F
exhibit.] '

ortions of this

Purchase Option Agreement dated January 31, 2007 by and between the Company and Land
America Health & Fitness Co Lid. [Confidential treatment has been requested for tertain portions

of this exhibit.]

3

Subsidiaries of the Company.
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Exhibit No.
23
24
31.1
312
32.1

322

Description
Consent of Independent Registered Public Accounting Firm,

Powers of /'\.lﬁom;ay.

Certification pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.
Certification pursuénl to Section 302 of the ASarbanes-Oxley Act of 2002.

Certification pursuant to 18 U.S.C. Section 13350, as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002.

Certification phrsuam to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002.

* Indicates management contract, compensatory agreement or arrangement, in which the Company’s directors or
-executive officers may participate.
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DISCLOSURE REQUIREMENTS OF SECTION 303A 0oF THE NYSE LISTED COMPANY MANUAL

Section 303A.12(a) of the New York Stock Exchange Listed Company Manual requires the Chief Executive
Officer of each listed company to certify to the NYSE each year that he’ or she is not aware of any violation by
the company of NYSE corporate governance listing standards, qualifying the certification to the extent necessary.
Nautilus, Inc. submitted a‘Section 12(a) CEO Certification to the N'YSE in 2006, without qualification,

Section 302(a) of the Sarbanes-Oxley Act of 2002 requires- an issuer’s principal executive and financial
officers each to certify the financial and other information contained in the issuer’s quarterly and annual reports
filed with the Securities and Exchange Commission, and certify further that: they are responsible for establishing,

maintaining and regularly evaluating the effectiveness of the issuer’s internal controls; they have, made certain

disclosures to the issuer’s auditors and the audit committee of the, board of directors about the, issuer’s internal .
controls; and they have included information in the issuer’s quarterly and annual reports about their evaluation
and whether there have been significant changes in the issuer’s internal controls or in other factors that could |

significantly affect internal controls subsequent to the evaluation. Nautilus, Inc. included as Exhibits to its

Annual Report on Form 10-K for the fiscal year ended December-31, 2006, filed with the SEC on March 16,

2007, each of the CEOQ and CFO certifications required by Section 302(a) of the Sarbanes-Oxley Act of 2002..
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CORPORATE AND SHAREHOLDER INFORMATION

BOARD OF DIRECTORS
Greggory C. Hammann’

PRESIDENT AND

CHIEF EXECUTIVE OFFICER,
CHAIRMAN OF THE BOARD
NAUTILUS, INC.

Peter A. Allen

PARTNER AND MANAGING
DIRECTOR, MARKET
DEVELOPMENT
TECHNOLOGY PARTNERS
INTERNATIONAL

Robert S. Falcone

PRESIDENT AND
CHIEF EXECUTIVE OFFICER

GCR CUSTOM RESEARCH

.-:z_

Frederick T. Hull':* .‘.L"

PRESIDENT (RET]RED)
NESTLE BRANDS | &

) FOOD SERVICE COMPANY

£
PRESIDENT

- ) GLOBAL EXECU'I'IVE RESOURCES

\b‘,

PaulF tht]c oire
,6- *

PRESIDENT,»: -
WESTOVER INVESTMENTS, INC.

Diane L. Neal

PRESIDENT AND CHIEF
OPERATING OFFICER
BATH AND BODY WORKS

Ronald P. Badic
VICE CHAIRMAN (RETIRED)

N

DEUTSCHE BANK SECURITIES, INC.

Marvin G. Siegert

PRESIDENT AND CHIEF
OPERATING OFFICER
THE PYLE GROUP LLC

CORPORATE HEADQUARTERS

Nautilus, Inc. -

16400 SE Nautilus Drive
Vancouver, Washington 98683
(360) 859-2900

TRANSFER AGENT AND REGISTRAR |

Computershare Shareholder Services
350 Indiana Street, Suite 800
Golden, Colorado 80401

(800) 962-4284

CORPORATE EXECUTIVES
Greggory C. Hammann

PRESIDENT AND-
CHIEF EXECUTIVE OFFICER,
CHAIRMAN OF THE BOARD

Timothy E. Hawkins

PRESIDENT
FITNESS EQUIPMENT BUSINESS

Juergen Eckmann

PRESIDENT
FITNESS APPAREL BUSINESS

", 4 Darryl K. Thomas
PRESIDENT

~INTERNATIONAL EQUIPMENT

~BUSINESS

William D. Meadowcroft
CHIEF FINANCIAL OFFICER

Stephen L. Eichen
CHIEF INFORMATION OFFICER

Wayne. M. Bolio

CHIEF ADM[NISTRATIVE
OFFICER

[

STOCK MARKET INFORMATION

'Nautilus’ common stock is traded n the

New York Stock Exchange under the
ticker symbol NLS

- LEGAL COUNSEL

Garvéy Schubert Barer
Seattle, Washington

-INDEPENDENT REGISTERED PUBLIC

ACCOUNTING FIRM

Deloitte & Touche, LLP
Portland, Oregon

INVESTOR RELATIONS

Ron D.- Arp
Nautilus, Inc.
(360) 859-2514

John Mills -
Integrated Corporate Relations, Inc.
(310) 395-2215

N(mcs: OF OUR ANNUAL MEETING

Our annual stockholder meeting will be
held on May 7, 2007 begmmng at 10:00
a.m. Pacific. Daylight Tnme at e
Nautilus Corporate Headquarters' -
16400 SE Nautilus Drive} -

- N

- Vancouver, Washington 98683 -

.-

OTHER INFORMATION
The exhibits to the Form 10-K-have

.been omitted. If you would like a copy
. of the exhibils please write to Corporate

Communications, 16400 :E Nautitus

Drive, Vancouver, Washington 98683.




Nautilus is Pure Fitness




What's the Nautilus edge? Qur unrivaled innovation
is a generation hetter with equipment adjusting to

you, rather than you to the equipment. We back our
praducts with industry-leading warranties. We also
support our customers with education to help them
start, intensify or maintain a fit and healthy lifestyle.

When it comes to fitness, ask yourself: What company
is best positioned to help address the $300 bjllion crisis
of obesity and inactivity? What company has the

strongest business model to thrive in fitnessy

It's Nautifus. We're changing the game in hgalth and
fitness. And, we want you on our team.
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Through our FIT#1 operating principles, we are introducing a
new generation of fitness products. We set the pace through
our commitment to Financial rigor, Innovation, Trust, and a
commitment to lead wherever we do business. No company
is stronger, more diverse or more focused on fitness.

Nautilus is delivering the innovative equipment, apparel,
footwear and education necessary to help people achieve '
their fitness goals. We offer the freshest, smartest products .

in fitness. Virtually all equipment models are new within three
years, and our apparel lines are updated twice a year.
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The tools you need to change
your game are here:

www.nautilusinc.com
www.nautilus.com
www.bowflex.com
www.schwinnfitness.com
www.pearlizumi.com
www.stairmaster.com

www.nautilusinstitute.com

Vancouver, Washington 98683
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